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Editorial Comment 


' Every accountant who has gone through 
Accountants’ years of training and who has passed dif- 
Organizations ficult examinations is inclined to look 
askance at the confusion of organizations 
among accountants as a whole. Such organizations range 
all the way from those of high standards, which we con- 
fidently believe include the nine provincial institutes or 
societies comprising our own Dominion Association, to those 
at the other extreme, who do not pretend to any standard 
at all. As long as the last-mentioned stick te their own. 
knitting, of course there is no grievance, since the prin- 
ciple of voluntary association is a fundamental of liberty. 
Nor indeed can it be expected that accountants’ qualifica- 
tions, in all parts of the world and throughout various 
specialized fields, should be on a par. The legitimate com- 
plaint is against a considerable number of organizations 
which have secured charters from one government or an- 
other, sometimes in remote parts of the world and by devious 
means, and which on that basis proceed to sell so-called 
“degrees” over the counter. Of course any discerning client 
can readily detect their limitations. But no law or regula- 
tion can prevent a person from indicating, in one way or an- 
other, that he is a member of such or such a high sounding 
body (the legal domicile of which may be Shangri-la or 


325 














THE CANADIAN CHARTERED ACCOUNTANT 


Timbuctu) and it is always possible for the unskilled to 
gain a slight degree of kudos by this means. Quite often 
the member pays too much for his whistle, and some of 
these degree selling organizations have been mere com- 
mercial rackets. But in these times when tax and other 
new problems extend the scope of public accounting into 
varied fields, and business management itself is so com- 
plex that it tends towards multiplication of staff specialists, 
the opportunities are wider than ever before. With hun- 
dreds of thousands of accountants throughout the world, 
all more or less eager for special recognition, promoters 
are certain to find something to offer. 

A dictator could easily straighten the whole matter 
out, for his own country at least, by establishment of a 
single body, with whatever divisions were deemed approp- 
riate. But democratically-minded people prefer the method 
of working up from the bottom. From this viewpoint, the 
accomplishments to date are creditable. We have not at- 
tained the professional solidarity which exists in law and 
in medicine in many countries, but the high standard ac- 
counting bodies as a whole are growing in size and influence, 
and are increasingly recognized in both private and public 
affairs. That line of development is slower but it is sounder, 
because it requires that standing be earned, not merely 
created by a stroke of the dictatorial pen. 


In the matter of education and training, the 
Organization profession is keeping pace with the growth 
and Training Of its organizations, which indeed would 

hardly have been possible unless the proper 
calibre of members had been assured. Here, again, we 
must remember that the doctors and the others did not 
start out with a corps of university trained men. They 
worked up, in the first instance, by trial and error in 
actual practice, and adopted the educational route only as 
principles were developed. In accounting, we are still in 
the stage where a combination of the two is deemed best. 
That is, after a minimum of general schooling, the student 
is required to obtain the experience coincident with the 
theory. This already is an important change from the 
time when the English Institute first gained its prestige, 
and the student was expected to learn by working under 
a member who was supposed to know all about it, and to 
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whom he paid a premium for the privilege. Superior 
schooling, in the form of university degrees, is recognized 
only to the extent of partial concessions in both examina- 
tions and periods of training. New York State is probably 
the first authority to require a university degree as an 
essential. 


An important adjunct to the whole matter of organiza- 
tion, training and education, is the question of licensing. 
Whether or not the practice of public accounting should 
be open to any person, without regard for qualifications, 
probably will not be settled until, in the course of time, the 
same question is decided one way or another in respect to 
many occupations—in other words, until we either adopt 
a minimum of state control for all forms of enterprise or 
_ else take the stand that enterprise should be free unless 
good reason to the contrary is proven. Most governments 
have already “closed” the practice of medicine by ruling 
that only those properly qualified can tamper with the 
physical condition of residents, whereas the matter of ac- 
counts, and audits, and tax returns, is still open to all and 
sundry. That at least is the situation in Canada. Across 
the line no less than fourteen states of the union already 
have laws requiring a license from every one engaged in 
public accounting; this has brought its own complications, 
especially where the state requires that every newcomer 
setting up in practice must first pass the state examina- 
tions, while it at the same time continues to license those 
non-members who were in practice prior to the adoption 
of the general licensing law. 


With this issue, the last one of the year 1944 
Our and the last of our volume number 45, The 
Magazine Canadian Chartered Accountant attains for the 

first time a circulation of 5,000 copies. Except 
for a small list going to sister accounting bodies, educational 
institutions, and as exchanges, all of this is what would in 
commercial parlance be termed “net paid”, being composed 
of 2,600 members, 1,100 students, and some 1,200 general 
subscribers. Five thousand is a respectable circulation for 
any class, trade or technical publication, especially in Can- 
ada, where, outside of numerous farm and college journals, 
there are very few publications with such wide distribution. 
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The Canadian Chartered Accountant was started in July 
1911, a foreword at that time stating that “our pages will 
be open for discussions, for news and for any other pur- 
poses tending to bring the members more closely in touch 
with one another, building up the bonds of union and 
strengthening our usefulness to ourselves and to the pub- 
lic”. At first a quarterly, going to only a few hundred 
members, it became a bi-monthly in July 1921, and a month- 
ly in June 1932. Throughout the entire period its physical 
length and breadth changed only once, its thickness 
and its typography have been fairly consistent, and we 
trust that its scope and character have kept pace with the 
advance of the profession which it aspires to serve. At 
the present time its bulk is to some extent governed by a 
paper control, and the increase in circulation means that 
our available tonnage must be spread over a wider group 
of readers. 


When the anti-corn law agitation was on 
Voluntary foot in England a century ago, a total of 
Contributions at least £150,000, or $750,000, was sub- 


scribed for expenses of the movement, and 
no doubt contributed materially to its ultimate success. 
That of course was prior to the days of the modern income 
tax, and one wonders how a corresponding movement, on 
a scale commensurate with the present day, might be 
financed. With incomes taxed to the tune of hundreds of 
millions of dollars per annum, large sums are available 
to the government for propaganda in support of its pol- 
icies, but with deductible expenses hewed to the bone, it is 
easy to see that any deductions claimed by taxpayers for 
contributions to popular movements would have short 
shrift. Yet the histories recite these victories of the people 
as great contributions to our progress. Under present tax 
conditions, the chief support for such causes probably 
would be capital funds, which many people are willing to 
sacrifice for the very reason that the government would 
take a large part of them on their death in any event. 
This however is depletion, and negates the practice of 
thrift which is now urged upon us as a public duty and the 
importance of which becomes more and more urgent as 
public demands grow. It is a serious thought, for which 
no answer is apparent. 
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Post-War Taxation 
By Walter L. Gordon, C.A. 
Toronto, Ontario 


a and senior government officials are begin- 
ning to express opinions about the relaxing and 
rescinding of controls. To date, however, there has been 
no official pronouncement except in very general terms on 
the subject of our post-war taxation policy, which is a 
matter of even greater importance. 


Several business leaders have expressed the opinion in 
recent months that corporation income taxes should be re- 
duced substantially after the war, and some people in posi- 
tions of authority, in private conversation, have expressed 
the belief that it will be preferable to reduce the taxes on 
corporations rather than to reduce the rates of personal 
income taxes, if substantial reductions are not possible in 
both of these sources of revenue. They interpret the 
statements expressed by business leaders as supporting 
this view. I do not believe this to be a correct interpreta- 
tion. All businessmen will agree that the 100% tax on 
excess profits should be rescinded as soon as possible. 
There can be little serious controversy over this because 
this 100% tax on excess profits, while being a major de- 
terrent to business expansion, is relatively unimportant as 
a producer of revenue, as will be shown in a later para- 
graph. Apart from the removal of this 100% tax, I believe 
that most people, including most businessmen, would con- 
sider it more important to reduce personal income taxes 
than to reduce the minimum rates of corporation income 
taxes to their pre-war levels, if substantial reductions are 
not possible in both of these sources of government rev- 
enue. Certainly this is my own opinion in the matter and 
the one which I shall develop in this article. This opinion 
is based upon a number of assumptions which it may be well 
to state at the outset. 

1. Government expenditures will be reduced after the 
war from their present levels. But in considering any 
changes in the present tax structure, it is important to 
realize that the government will require much larger rev- 
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enues in the future than it did before the war, if it is to 
carry out the kind of social security programme which is 
being contemplated together with the other measures 
which may be necessary to stimulate trade and provide 
employment. The question to consider is not the abolition 
of all taxes but only of those which are most likely to 
stultify and freeze economic development. 


2. In the post-war period it will be extremely important 
for Canada to reduce and keep down the costs of produc- 
tion of goods destined for export markets. If this is to be 
done without a general lowering of the standard of living, 
we must increase our efficiency. If we are to increase our 
efficiency—and if we are to provide a maximum of em- 
ployment after the war—we must obtain the fullest co- 
operation from our managerial class: foremen, department 
managers, factory superintendents, engineers and manage- 
ment generally. To do this we must provide these men in 
particular and all working men in general with adequate in- 
centives and rewards for accomplishment. This is defi- 
nitely in the best interests of both labour and managément. 


3. When we think of “business” in Canada we should 
not think only of the 40 to 50 large corporations with assets 
of $25,000,000 or more, We should think also of the 
thousands of small and medium size businesses throughout 
the country which provide employment for from 10 to 
1,000 people and which have been created and built up by 
the initiative of small businessmen. In most cases these 
individuals obtained their initial capital by saving part of 
their wages or salaries over a period of years. The same 
kind of people should have an opportunity to do the same 
kind of thing in the future if we wish new businesses to 
be created and new sources of employment provided. 


4. A sound system of taxation should be easily under- 
stood and simple to administer. Many of the more compli- 
cated and irritating features of the present system were 
introduced in a sincere attempt to provide equitable treat- 
ment for all possible cases and circumstances. There 
should be some limit, however, to the introduction of 
complicated provisions of this nature at the expense of 
simplicity. 
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Government Revenues 


In order that the taxes under discussion may be seen in 
proper perspective, the estimated revenues of the Dominion 
government for the fiscal year ended 31st March 1945 are 
summarized in the following table: 

(See the Bank of Canada Statistical Summary for June-July 1944.) 


Amount Percentage 
Source (Millions) of total 
Personal income taxes (less refundable portion) $ 715 27.3% 
Corporation income taxes (including minimum 
tax under Excess Profits Tax Act) 24.3 


$1,350 51.6% 


Excess profits tax (less refundable portion) (a) 50 1.9 
Customs duties 160 6.1 
Excise taxes 14.7 
Sales tax 11.0 
War exchange tax 4.6 
Miscellaneous 10.1 


Total Revenues $2,61 100.0% 


(a) Estimates of the revenues to be obtained from the maximum 
rate of corporation excess profits tax range from $20,000,000 to $80,- 
000,000 after deducting the refundable portion. The amount of $50,- 
000,000 used in the table is probably on the high side. 

As will be seen from the table, more than one-half of 
the Government’s total revenues for the current year will 
come from two sources—income taxes on individuals and 
income taxes at minimum rates on corporations. Only 
$50,000,000 or less than 2% of the total will be obtained 
from the 100% tax on excess profits after providing for 
the refundable portion of such taxes. The relatively small 
yield from the 100% maximum rate under the Excess 
Profits Tax Act is not always appreciated by the public 
as the published estimates showing revenues from this 
source, including the annual budget of the Minister of 
Finance, are usually combined with the revenues collectible 
at the minimum rates under the same act. 


As shown by the table, over 27% of the government’s 
total revenues will come from personal income taxes. Un- 
fortunately, no accurate statistics are available to show 
how much of this comes from people with incomes of 
$5,000 or less, but undoubtedly they contribute a very high 
percentage and certainly over 50% of the total. It will also 
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be noted in the table that some $635,000,000 or 24.3% of 
the total revenues will be derived from the minimum 40% 
taxes on corporation incomes. This is one of the easiest 
taxes to collect from an administrative standpoint.: Other 
large sources of revenue are customs duties, excise taxes, 
and the sales tax. 

So much for the sources of the government’s revenues. 
I shall now review the increases in the rates of personal and 
corporation income taxes which have taken place in recent 
years. 

Personal Income Taxes 


The increases in the rates of personal taxes in Canada 
and a comparison of the present Canadian rates with those 
in the United States are summarized in the accompanying 
tables. 

As shown by the first table, a married man with an in- 
come of $3,000 will pay a tax of $732 in Canada in 1944 as 
compared with only $30 in 1938. The taxes payable by a 
married man with an income of $10,000 have increased 
from $546 to $4,262 during the same period. 

It is also rather startling to see how much higher are 
the rates of personal income taxes in Canada than the 
corresponding rates in the United States. To use the same 
two examples, the taxes payable by a married man in Can- 
ada with an income of $3,000 and $10,000 respectively are 
103% and 78% higher than the taxes payable on the same 
incomes across the line. 

The tremendous increases in personal income taxes in 
Canada during the war have been necessary not only to 
finance the war expenditures but also as a measure to com- 
bat inflation. No sensible person will take serious excep- 
tion to them or suggest that they should be reduced before 
the inflationary danger is passed. But this does not mean 
that we should ignore the lessons to be learned from the 
effects of these high taxes or that such high rates should 
be continued in peacetime. 

One of the most apparent results of the high rates of 
tax, to anyone living in an industrial area, and particularly 
of the high percentages applicable to the next $1 of income, 
is the influence which these rates have had upon absentee- 
ism in war plants and manufacturing plants generally. It 
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PERSONAL INCOME TAXES IN CANADA (a) 


Increase Increase Taxon 
1944 1944 next $1 
Gross 1944 (b) over over of income 
income 1925 1938 Gross Net 1938(c) 1925(c) 1944(c) 
$ 1,000 
2,000 
3,000 
5,000 
10,000 
20,000 2,362 10,779 
50,000 8,380 11,728 34,253 22,525 
100,000 24,910 32,518 78,687 78,187 46,172 53,777 


COMPARISON OF PERSONAL INCOME TAXES IN CANADA 
AND THE UNITED STATES—1944 (a) 
Percentages by 
which rates 
in Canada 
United exceed those in 
Gross income Canada (c) States United States (c) (d) 
$ 1,000 
2,000 
3,000 
5,000 
10,000 
20,000 
50,000 
100,000 
(a) The rates shown are those for a married man without de- 
pendents. It has been assumed that all income over $25,000 is sub- 
ject to the surtax on investment income. No adjustment is made for 
the provincial income taxes which were payable prior to 1941 or for 
state income taxes. 
(b) The amounts shown in the “gross” column include the com- 
pulsory savings portion of the tax applicable for half the year 1944. 
(c) The amounts and percentages shown in this column are based 
on the gross taxes in 1944 including compulsory savings for one-half 
of that year. 
(d) The percentages shown in this column are based upon net -in- 
come after deduction of statutory exemption of $660. 


is difficult to persuade an individual to work overtime when 
he knows that the tax collector will take half (and in some 
cases it was more than half) of the extra money he will earn 
by doing so. And it is easier to take a day off when one 
knows that the tax authorities will pay for half the cost 
of the holiday. This condition has been so prevalent and is 
so apparent that there is no need to enlarge upon it. (The 
government recognized it by rescinding the compulsory 
savings provisions in the 1944 budget.) 
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It is not so generally understood, however, that the 
same conditions which influence “absenteeism” among the 
workers also influence the thinking of foremen, superin- 
tendents and managers. It is difficult to persuade an execu- 
tive to come to Canada from the United States because of 
the difference in the rates of income tax. On the other 
hand, a number of Canadian executives and engineers have 
said that they will be tempted to move across the border 
after the war if the Canadian tax rates are not reduced 
considerably. The number who would leave for this rea- 
son alone would probably not be serious. But the number 
of executives, managers and engineers who would be 
tempted to “take things easily” if sufficient incentive is not 
restored through a reduction in tax rates might be con- 
siderable. This could have serious effects upon business 
activity generally and upon the level of employment. If 
we wish a high level of business activity and of employ- 
ment, we should take pains to see that we keep our business 
leaders in Canada and that we keep them working. 


The present high level of taxation makes it next to im- 
possible for a man with energy and vision to save enough 
from his salary or wages to set up in business for himself. 
And this is the way in which many of the best and finest 
businesses in Canada were started. In the future the state 
may take the lead in starting new industries of national 
importance such as airways and synthetic rubber plants 
which require a large amount of capital. But the “small 
man” with ambition and enterprise who wishes to start 
a new garage, retail store or manufacturing establishment 
should be given the opportunity to do so if we hope that 
business in general will be active in the post-war period. 
There is also the impossible problem which the present 
high rates of tax have created for people with commitments 
or debts. How are such people ever going to be able to 
pay off their debts? And how are people going to be able 
to borrow money in future to start new businesses or for 
other legitimate purposes if they have no chance of sav- 
ing a sufficient part of their future earnings to pay off 
such loans? 

The experience which we have had during the last few 
years with personal income tax rates at high levels has 
shown the unfairness and hardship which can result from 
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the rigidities and inflexibility inherent in the income tax 
system. Once the rates get above a certain level, it ceases 
to be “the fairest system of taxation”. Two examples 
will suffice to show what I mean. A farmer may struggle 
for years to improve his farm and his stock while in the 
meantime he and his family get along as best they can. After 
many years he may get a succession of good crops or may 
sell his stock at a good price. But if he does so he may 
find he is liable to heavy income taxes in one or two years 
upon the cash return on his labours over a long period. 
The unfairness of this has been recognized by the govern- 
ment, and farmers are permitted to average their 
results over several years in computing their taxable in- 
come. But while this has ameliorated the situation, it has 
not and cannot correct it entirely. Furthermore, the in- 
come tax system does not and cannot make sufficient al- 
lowance for people in different circumstances. One family, 
for example, may include four members who are all earn- 
ing good wages. In another the one wage earner may have 
several children and other relatives dependent upon him. 
Under such circumstances income tax may mean little to 
the first family while bringing real hardship to the second. 

So much for the effects of the present rates of personal 
income taxes. The question is what should these rates be 
after the war and at what exemption levels should these 
rates begin? It would be easy to suggest a high exemp- 
tion level, but this would be to ignore the government’s 
need for revenue and the fact that undoubtedly the greater 
part of the revenue from personal income taxes comes 
from people with incomes of less than $5,000. This being 
the case, I suggest the exemptions be established at $750 
and $1,200 for single and married persons respectively, and 
that a single graduated tax be applied on all income above 
these exemptions at rates which would result as shown in 
the table which follows. 

Taxes at the rates shown in the table would mean 
a reduction in government revenues from this source of 
perhaps $300,000,000 to $400,000,000 on the basis of the 
1944-1945 estimates. (I am not in a position to make an ac- 
curate estimate but this should be close enough for the pres- 
ent purpose.) On the other hand, some such drastic reduction 
from present levels is desirable for the reasons already 
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SUGGESTED RATES OF PERSONAL INCOME TAXES AFTER 
THE WAR 
Proposed 













Exemption Per- tax on 

for Present centage next 

Gross married Taxable Proposed tax reduc- $1 of 

income man income tax 1944 tion income 

$ 1,000 $1,200 B ssass Becke% S atene es 15% 
2,000 1,200 800 120 329 63% 20 
3,000 1,200 1,800 320 732 56 25 
5,000 1,200 3,800 820 1,628 49 30 
10,000 1,200 8,800 2,320 4,262 45 35 
20,000 1,200 18,800 5,820 10,779 46 40 
50,000 1,200 48,800 18,820 34,253 45 50 








100,000 1,200 98,800 43,820 78,687 








enumerated, despite which the rates proposed are substan- 
tially higher than the rates in existence before the war. 
The scale suggested should permit a man to accumulate 
some wealth during his lifetime and incidentally to provide 
employment in doing so. I am not suggesting, however, 
that there should be any reduction in the present very 
high rates of succession duties. If succession duty rates 
remain high, the state sooner or later will collect most of 
the income accumulated by the individual during his life- 


time. 













Corporation Income Tax 

It is not always understood that corporations in Canada 

at the present time pay an 18% tax under the Income War 
Tax Act, and an additional minimum rate of 22% (12% 
for companies earning less than $5,000) under the Excess 
Profits Tax Act. In other words there is a minimum tax 
on profits of 40%. In the comments which follow and in the 











CORPORATION INCOME TAXES IN CANADA 






Year Rate Remarks 
1925 9% 
1938 15% This does not include provincial cor- 





poration income taxes. The Ontario 


rate was 1%. 
1944 40% The rate is 30% on companies whose 
profits do not exceed $5,000. 


COMPARISON OF CORPORATION INCOME TAXES IN 
CANADA AND THE UNITED STATES—1944 











Rate Remarks 
CA sb ckoskwaie 40% 30% on incomes up to $5,000. 
United States .... 40% 25% to 40% on incomes below $50,000. 
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comparative tables, I have included the minimum tax of 
22% under the Excess Profits Tax Act with the regular 
corporation income tax. 


The accompanying tables show the increases in corpor- 
ation income taxes in Canada since 1935 and a comparison 
of the existing Canadian rates with those in the United 
States. 

In Great Britain the minimum or normal rate is 50% 
but the income of corporations is not taxed again in the 
hands of the individual shareholders, at the normal rate, 
when they receive it in the form of dividends. In Canada and 
the United States, dividends are taxed in the hands of the 
individual shareholders in the same way as any other in- 
come. It follows, as a result of such double taxation, that 
the income of corporations is more heavily taxed in Can- 
ada and the United States than it is in Great Britain. 


It is often argued that our system is unsound and that 
we should change to the British method. On the other 
hand, while it may be true that our system is theoretically 
imperfect, we should not overlook the fact that it is a 
practical and a simple way for the government to obtain 
very large revenues ($635,000,000 in 1944-1945). Our 
system avoids the multitude of tax credits to individuals 
inherent under the British system, and it is relatively pain- 
less from a collection standpoint. Nevertheless, I would 
welcome a change to the British method, if a similar change 
is made in the United States, and provided this would not 
entail any considerable increase in personal income taxes. 
We should not overlook the obvious fact that a reduction 
in government revenues from one source may have to be 
made up from another. 

Some reduction in the present 40% tax rate on corpora- 
tions is desirable after the war. I do not suggest a drastic 
reduction, however, as I do not believe this to be nearly 
so important from the standpoint of providing a spur to 
business—with a resulting high level of employment—as 
a reduction in the rates of personal income taxes previously 
referred to. While it would be nice to reduce both personal 
and corporation’ income taxes, we must be realistic and 
admit that the government will require substantial revenues 
in the post-war period. If a substantial reduction is pos- 
sible in only one case or the other, I would say unhesitat- 
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ingly that it is of far greater importance to reduce the per- 
sonal taxes. On this premise, I suggest a 30% tax on 
corporation incomes after the war. 

If, however, corporation income taxes are to be as high 
as 30% after the war, it is important that we should recog- 
nize the special problems of particular industries whose 
volume of business and profits fluctuate to a greater extent 
than do the great majority of businesses. Examples of 
the “particular industries” referred to are the capital goods 
industries, and those whose profits fluctuate widely with 
the prices of their raw materials over which they have no 
control, e.g., the price of hides in the tanning industry. 
(Recent legislation providing for the averaging of profits 
and losses of several years recognizes this principle and 
should be extended.) It is also important that the gov- 
ernment should be in a position to encourage certain indus- 
tries which are of great importance to the general economy, 
such as mining and the pulp and paper industry, by gen- 
erous depletion allowances or otherwise, and to encourage 
industry generally to keep its plant and equipment up to 
date. (Incidentally such encouragement can be given with 
greater effect when the rate of tax is 30% or 40% than 
when it is 12% or 15%: the incentive to follow the govern- 
ment’s lead is that much greater.) It may also be im- 
portant to set a lower tax rate for new businesses and pos- 
sibly for certain specified industries such as mining. Final- 
ly, if the rates of tax are to remain at a high level, it is 
of great importance that accounting and business principles 
should be recognized in determining taxable income. Com- 
panies should be permitted to value their inventories on a 
realistic basis, to claim adequate allowances for deprecia- 
tion and obsolescence and to charge against income all 
expenditures which in the opinion of management are 
necessary for the welfare or progress of the business in 
question. The present policy of disallowing various kinds 
of unavoidable expenditures is not realistic and should 
be discontinued. 

Excess Profits 


I have already mentioned the 22% minimum tax which 
accounts for over 85% of the revenues which will be col- 
lected under the Excess Profits Tax Act for the year 1944- 
1945. In addition it is estimated that some $50,000,000 
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will be collected from the 100% maximum rate on “excess 
profits” after deducting the amount which will later be re- 
funded. (This 100% rate compares with a maximum rate 
ef 95% in the United States and 100% in Great Britain.) 


Under the Excess Profits Tax Act every business ac- 
quires a “standard profit” above which the 100% rate ap- 
plies. While this has proven desirable in wartime, it would 
be highly unfortunate to continue the principle after the 
war. To do so would be to freeze all businesses at their 
present levels regardless of size and to remove all incentive 
—and to a large extent all possibility—for expansion and 
development. For this reason alone this part of the act 
should be rescinded as soon as the war in Europe is over. 
Another reason for an early cancellation of the 100% rate 
- is to curtail the extravagance and waste which cannot be 
controlled—no matter how hard management may try to 
do so—when the staff of any company knows it is in the 
100% bracket. On the basis of the estimates for the cur- 
rent year, the cancellation of this tax would mean the loss 
of less than 2% of the total revenues. 


Summary 


To sum up it is my belief that it is of greater importance 
to reduce the rates of personal income tax than it is to re- 
duce the rates of corporation income tax to pre-war levels, 
subject always to the imperative necessity of rescinding 
the 100% excess profits tax immediately the war in Europe 
is over. 

While it is very difficult for anyone on the outside to 
estimate the effect of specific proposals on government rev- 
enues, my best guess would be that the changes which I 
have suggested would reduce the estimated revenues for 
1944-1945 by about $550,000,000 as shown in the table 
which follows. 

As indicated, I do not believe the suggestions con- 
tained in this article should reduce the government’s total 
revenues by more than $550,000,000 on the basis of the 
1944-1945 estimates or by more than approximately 20%. 
Apart from this there may be a general reduction in tax 
revenues as incomes fall, and no doubt some reduction in 
certain excise and other taxes. Some relief from the pres- 
ent high rates of income taxes will be necessary, however, 
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ESTIMATED REVENUES 
Rough estimate 


giving effect 
to proposals 
Budget made in this 
estimate article 
Personal income taxes (less refundable portion) $ 715 $ 365 
Corporation income taxes (including minimum 
tax under Excess Profits Tax Act) (a) 476 


$1,350 $ 841 
50 


Excess profits tax (less refundable portion) .... — 
Other revenues 1,217 1,217 


$2,617 $2,058 


(a) This assumes a reduction in the rate of corporation income 
tax to 30%. 


in order to speed things up during the period of reconstruc- 
tion. It is my belief that the suggestions made in this 
article would be a small price for the government to pay 
if they accomplished this end. 


Book Review 


Design of Accounts. By Bray and Sheasby. 200 pages, 
$3.75. Oxford University Press, 480 University Ave., 
Toronto, Ont. Reviewed by the Editor. 


This book has been produced in England under the auth- 
ority of the Incorporated Accountants’ research commit- 
tee, and consolidates studies which have been accumulated 
to date on the matter of accounting forms. Apart from 
twenty odd pages dealing with the Principles of Design and 
the Interpretation of Accounts, the book is devoted to illus- 
trations of accounts. There are several on balance sheets 
and profit and loss statements, and twenty-four on specific 
types of industry. Accounts of executors and trustees are 
also illustrated. From our Canadian viewpoint, the value 
of the book is modified by the fact that the illustrations re- 
late to the provisions of the British companies act and to the 
peculiarities of British industries, so that the main interest 
of the book to us is in respect of the principles which are 
discussed and exemplified. 
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AMERICAN INSTITUTE ANNUAL MEETING 


The 1944 annual meeting of The American Institute of 
Accountants was held in St. Louis, Mo., October 16-19. 
Canadians in attendance were Fred Johnson, J. G. Mundie 
and E. J. Williams, of Winnipeg, and W. A. McKague, of 
Toronto. Mr. Johnson, president of the Dominion Associa- 
tion, addressed the general session on the 17th, on current 
problems in the Canadian field, and Mr. McKague, secre- 





Samvuer J. Broan, C.P.A., C.A, 
NEw York, N.Y. 


tary-treasurer of the Dominion Association, spoke at a 
luncheon meeting of the Association of Certified Public Ac- 
countant Examiners on the subject of Canadian Examina- 
tions. 


Samuel J. Broad, of Peat, Marwick, Mitchell & Co., New 
York, who was treasurer of the American Institute of Ac- 
countants during the past year, was elected president for 
the ensuing year. Mr. Broad has been a member of The 
Institute of Chartered Accountants of Alberta since 1915. 
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Capital Surplus—Help Wanted 
By Robert H. Montgomery 


I AM organizing a society for the relief of some of my 
good friends who are spending valuable time and energy 
in trying to solve an insoluble problem. If we don’t do 
something for their relief, other problems which are not 
insoluble will not be solved and we will all be losers. 

My society will have no officers, no bylaws, no dues. 
Each member will merely say to me. “I think your idea is 
a good one. I will do my part to make it effective.” 


The sole object of the society is to send into oblivion on 


EDITOR’S NOTE 


This article appeared in the October 1944 issue of The Journal 
of Accountancy, the official publication of the American Institute 
of Accountants. It is thought that it will prove of equal interest 
to Canadian accountants although it should be borne in mind 
that in Canada the term “capital surplus” has an official status 
by virtue of Section 61 of the Companies Act (Canada). The 
author is past-president of the American Institute of Accountants 
and a member of its executive committee. He is a partner of 
Lybrand, Ross Bros. & Montgomery and author of the well known 
work on auditing entitled “Auditing Theory and Practice”. 


December 31, 1945, the mongrel term “capital surplus.” 
The words were innocently joined together and maybe 
should not be called mongrels, nevertheless the term is ap- 
propriate, because it did not get the proper start. The 
word “mongrel” means “of mixed origin, character, or 
kinds,” which seems to. fit. 

In hitching together two dissimilar words some years 
ago, we thought we were solving a problem. We did not 
anticipate the misunderstandings which have arisen. It is 
a sad fact that thousands of hours have been spent by our 
leading accountants in deciding where to debit or credit 
certain dollars. This discussion is still going on, since 
there has been no final settlement of the controversy and 
there will be no agreement until we remove the cause of 
the disagreement. The cause is that the words “capital’’ 
and “surplus” do not and never did belong together and 
the quicker they are divorced the quicker my good friends 
can turn their attention to more fruitful endeavor. 
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We can have as many capital and surplus accounts on 
our books as we like. But an account “capital surplus” 
just doesn’t belong. Let’s get away from the silly thought 
that ledger captions must be short. Probably that is re- 
sponsible for the capital-surplus misnomer. We can have 
“surplus arising from reappraisal of assets,” or any “sur- 
plus” which we do not dare credit to undivided profits. We 
must be careful to designate the — so that all who 
run may read. 

If the first premium received on the sale of preferred 
capital stock in excess of par had been carried in a ledger 
account called “premiums on preferred stock’, one of the 
current present controveries would not have arisen. The 
amounts so received were so obviously capital that no ac- 
countant. would have had any doubt as to whether the ac- 
count should go in the capital section of the balance-sheet 
or in the undivided-profits section. 

Nor would there have been any doubt about the proper 
treatment when the stock was retired. If the premium col- 
lected was $10 per share and the stock was retired at the 
same premium, the ledger account “premiums on preferred 
stock” would merely be wiped out. 

If the premium paid in was $5 per share, and that paid 
in retirement $10 per share, then $5 would be charged to 
the premiums account and $5 to undivided profits. 


If the premium paid in was $10, and that paid out in 
retirement was $5, the balance in the premiums account 
could be credited to capital. 

Several years ago, I wrote an impassioned article for 
THE JOURNAL in which I said that if a corporation bought 
shares of its own capital stock at $80 per share and sold 
them at $90 per share, it had made a clean and clear profit 
of $10 per share and I did not want that $10 credited to a 
capital account. 

If the mongrel account “capital surplus” had not been 
on the books, I think I would have won my point. But when 
the boys said, “Let’s credit the earning or profit to capital 
surplus”, I succumbed. Probably because I never did know 
what “capital surplus” meant, and at that time I may have 
thought my friends did know. It is clear to me now that 
they never knew the meaning or sense of a “capital surplus” 
account any more than I did. 
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I am not happy when any item of profit or earnings is 
originally credited to a capital account. If the idea is to 
“freeze” it, I have no objection to such treatment any more 
than I object to a stock dividend. But as to good accounting 
practice, I think all realized profits should first be credited 
to income. They can be transferred the same day to capital 
if it makes someone feel better. It really is not as import- 
ant as the heat of the arguments might make one believe. 

The one important point is that “income” or “surplus” 
may be frozen or put into the capital category any time 
by appropriate action, but capital items must never drop 
“below the line” into surplus or earnings accounts. I hope 
my suggestion will be taken seriously. I think that by the 
use of more illuminating ledger and balance-sheet captions 
we can separate corporate capital from corporate profits. 

I am not the first to suggest this segregation. It has 
been pointed out by others that it is a very simple matter 
to show capital in one amount on the balance-sheet and then 
indicating, in short, the par or stated value of the capital 
stock plus any subsidiary accounts, i.e., the legal or statu- 
tory capital. Let’s avoid weasel words and make the ledger 
accounts indicate their contents. Then there will not slyly 
creep into the undivided-profits section any items which are 
not clearly realized profits, nor into the capital section 
items of surplus or earnings. 

Our misleading ledger captions have corrupted the dic- 
tionaries. The 1943 edition of Webster’s International con- 
tinues the old definitions, such as the following: 

Capital: The amount of property owned by an individual 
or corporation at a specified time, as distinct from the in- 
come received during a given period, 

Surplus: An excess of net income over fixed charges and 
dividends during a given period, 

and then under surplus we are referred to these additional 

terms: 

See Assets, 2. Cf. Capital surplus; Earned surplus; Paid-in 
surplus; Profit and loss; Reserve; Undivided profits. 

In the previous (1930) edition there was no reference 
to capital surplus. 

In an extensive use of the dictionary I know of no other 
place where in order to obtain a definition of a word like 
“surplus” we are forced to refer to half a dozen other defi- 
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nitions. If it had not been for our willingness to accept 
such a mongrel term which is made up of two distinct op- 
posites, this would never have happened. How can one item 
be half capital and half income? Doesn’t the caption mean 
that it is a hybrid? Who wants to debit or credit an item 
to a hybrid when we can easily carry it to a ledger account 
which is understandable? 

Since we did make a mistake why do we allow it to make 
our lives miserable? I have heard two of my best friends, 
recognized leaders of our profession, argue for hours as 
to whether certain items should be debited or credited to 
capital surplus. There is a sound reason why they did not 
agree. There is no such thing as capital surplus! 

In order to clear up this mess I think we can obtain 
the co-operation of the New York Stock Exchange. It will 
merely require an order to the effect that after January 1, 
1946, the term capital surplus shall not appear on a balance- 
sheet. There may be and probably should be many divi- 
sions of capital and undivided profits so long as the sub- 
captions clearly indicate their content. 

My suggestion is good or it isn’t. There is no half-way 
measure. If the capital surplus nomenclature is good Eng- 
lish, I may be told that my idea is “good bad.” If it is bad, 
please write and tell me why. If the arguments against 
me are even reasonably good, I will forget the whole miser- 
able business. But in that case, my friends will keep on 
arguing about certain very much alive items. They still 
will disagree as to whether the items should or should not 
be debited or credited to capital surplus. After all, isn’t 
the difficulty with the name of the account rather than with 
my friends? In all other respects they are highly intelli- 
gent. The present title of the account baffles them, and 
from then on both the pros and cons become a bit mixed— 
same as the title. 
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Income Tax Family Allowances 
By Charles E. Baker, C.A. 
Toronto, Ontario 


oe the past few months considerable has been said 
and written about family allowances and it has been 
particularly pointed out that they would be of advantage 
to the lower income families. It seems to have been as- 
sumed that in cases where one earns sufficient to pay in- 
come tax that the government makes an allowance of $150 
to a married man and $108 dollars for a dependent child 
and even some of us who are more familiar than others 
with income tax matters have jumped at this conclusion. 

Actually there are not a great many cases in which a 
taxpayer does save exactly $108 of income tax for a de- 
pendent child and even the Income War Tax Act does not 
allow a deduction of $108 for a dependent child. The allow- 
ance is $28.00 off the normal tax and $80 off the graduated 
tax. In the lower taxable income brackets a married man 
may have little or no graduated tax from which to deduct 
his $80 allowance and therefore he does not receive this al- 
lowance. Many people no doubt would assume that a 
married man with a dependent child and receiving an in- 
come of $1,300 per annum would be free of income tax. 
Such is not true however and such a person must have 
four dependent children before his income tax would be 
eliminated. 

The refundable portion of the income tax provides a 
further complicating feature. Previously this represented 
a cash credit to those taxpayers who had personal savings 
which could be claimed as an offset against it. While some 
taxpayers did not get any immediate reduction in their 
tax they could look forward to receiving the refundable 
portion back after the cessation of hostilities. In future 
all taxpayers will receive an immediate cash benefit as this 
amount is to be deducted from the gross tax otherwise pay- 
able. It is, therefore, necessary to consider the refundable 
portion as an offset to the gross tax if the net burden is 
to be measured. This refundable portion is computed in 
various ways. 

In one case the net tax may be reduced by 50% and 
as the allowance for the dependent child had been deducted 
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from the gross tax the allowance is reduced by 50% and 
becomes $54 per annum, not $108. If the taxpayer’s re- 
fundable portion is calculated as a percentage of his in- 
come he will receive the reduction of $108 and a further 
credit of 1% of his income with a maximum of $100. So 
in such cases the allowance for a dependent child becomes 
not $108 but some larger amount which may be as great 
as $208. 


These differences are recorded here merely for informa- 
tion as many are of the opinion that there is a flat income 
tax allowance of $108 each for dependent children, whereas 
such is not actually true in practice. This amount is 
neither the minimum allowance, the maximum allowance, 
nor even the average allowance. 


In the case of the allowance of $150 granted to a mar- 
ried man the same is also true and there are practically no 
cases in which the allowance is exactly $150. In many 
cases the allowance is approximately this amount but if 
the taxpayer’s income exceeds $1,800 there is a saving of 
1% of his income in normal tax as well as the allowance of 
$150 against the graduated tax. The saving in normal tax 
increases to 2% of the income when tl.: income exceeds 
$3,000. So in many cases there is an income tax allowance 
of $150 and one or two per cent of his income given to a 
married man. A married man may also have an allowance 
up to 10% of his income (maximum $1,000) for savings 
portion as compared to 8% (maximum $800) for a single 
person. This savings allowance also acts as a tax reduc- 
tion and is an additional allowance granted to a married 
man. 

There are set out herewith schedules to illustrate the 
various points mentioned above. In preparing these 
schedules the taxes shown are exclusive of the refundable 
portion, all income has been taken as earned, and no al- 
lowance has been taken into account for donations or medi- 
cal expenses. 

Schedule “A” compares the income tax payable by a 
single taxpayer and a married taxpayer for various in- 
comes. From this it may be seen that the allowance given 
to a married man is not $150 in any case shown but varies 
from $147.20 to $550. 
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Schedule “B” shows the income tax payable by a mar- 
ried taxpayer with various incomes and up to six children. 
From schedule “B” schedule “C” has been prepared to show 
the saving in income tax of a married taxpayer with a 
family. The tax saving for each child is shown as well as 
the accumulated saving. It will be noted that in no case is 
the saving $108 although the allowance under the income 
tax act is $28 off the normal tax and $80 off the graduated 
tax and these allowances are usually spoken of as “fixed’’. 

Using the accumulated allowance shown in schedule “C” 
the average allowance per child has been calculated and 
set out in schedule “D”. 

In many cases the taxpayer would be better off to re- 
ceive the family allowance for his family or at least for 
some portion of it rather than to accept his supposed in- 
come tax allowance of $108. Even in the case of a taxpayer 
receiving $4,000 per annum and having four dependent 
children the income tax allowance for the fourth child is 
$54.20 per annum whereas the family allowance plan would 
allow at least $60 and possibly more, depending on the age 
of the child. 

No doubt future changes in the Income War Tax Act 
and details in the administration of family allowance will 
smooth out many of the apparent difficulties but it appears 
that it will be difficult to know when income tax allow- 
ances should apply and when family allowances should ap- 
ply. In the meantime these schedules may make interest- 
ing reading and to some may appear as a “Believe it or 
Not.” 
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Double Depreciation Regulations 


HE 1944 amendments of the Income War Tax Act in- 

cluded a substantial revision of section 6(1)(n) dealing 
with depreciation, the new clauses making provision for 
double depreciation. Regulations ‘under these clauses were 
adopted by order in council (P.C. 8640) dated November 10, 
1944, reading as follows: 


Editor's Note: This order in council is to be revised, we are 
informed as we go to press. 


Whereas under the Income War Tax Act, the Minister of National 
Revenue in his discretion may allow depreciation at not more than 
double the rates normally allowed in respect of plant or equipment 
built or acquired in a period to be fixed by the Governor in Council 
if the taxpayer is, in the opinion of the minister, making a new in- 
vestment by building or acquiring the plant or equipment; 

And whereas it is deemed expedient and advisable to fix the period 
for the purposes of subparagraph (ii) of paragraph (n) of subsection 
one of section six of the Income War Tax Act to commence on No- 
vember tenth, 1944, in order to enable such industries as can, because 
their activities are essential, secure necessary materials and labour 
at the present time to proceed immediately with such expansion as 
has both a war and post-war purpose and thus to qualify for deprecia- 
tion allowances under the aforesaid subparagraph (ii) without await- 
ing the cessation of hostilities in Europe; 

And whereas it is also deemed expedient and advisable for indus- 
tries other than those mentioned in the next preceding paragraph 
that are planning post-war expansion, conversion or modernization to 
prepare their plans without delay so as to be ready to commence work 
on their plant and equipment as soon as materials and labour are 
available, and it is desirable that they should be enabled to commence 
such work as soon as is compatible with the efficient prosecution of 
the war and the effecting of an orderly transition from a wartime 
to a peacetime economy; 


And whereas by reason of the war, it is therefore deemed neces- 
sary for the security, defence, peace, order and welfare of Canada that 
the order hereinafter set forth be made; 


Therefore, His Excellency the Governor General in Council, on the 
recommendation of the Minister of Finance, the Minister of Munitions 
and Supply and the Minister of Reconstruction and the Minister of 
National Revenue and under and by virtue of subparagraph (ii) of 
paragraph (n) of subsection one of section six of the Income War Tax 
Act and the War Measures Act, is pleased to make and doth hereby 
make the following order: 


Order 


1. (1) The period commencing on November tenth, nineteen hun- 
dred and forty-four and ending on the last day of the year nineteen 
hundred and forty-six or on the day two years from the day on which 
organized hostilities between Canada and Germany cease wholly or 
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substantially, whichever is the earlier, is hereby fixed as the period 
mentioned in subparagraph (ii) of paragraph (n) of subsection one 
of section six of the Income War Tax Act. 

(2) Organized hostilities between Canada and Germany shall be 
deemed for the purposes of this order to have ceased wholly or sub- 
stantially on such day as the Governor in Council may fix for the 
purposes of this order as the end of the said hostilities. 


2. (1) In computing the amount of the profits or gains to be 
assessed under the Income War Tax Act or The Excess Profits Tax 
Act, 1940, depreciation may be deducted at the option of the taxpayer 
in an amount computed at not more than double and not less than 
one-half the rates normally allowed if the amount is allowed by the 
minister pursuant to subparagraph (ii) of paragraph (n) of subsec- 
tion one of section six of the Income War Tax Act. 


(2) No depreciation shall be allowed under the said subparagraph 
(ii), notwithstanding anything contained therein, after the aggregate 
of the allowances made thereunder equals eighty per centum of the 
cost of the plant or equipment. 

(3) No depreciation shall be allowed pursuant to the said sub 
paragraph (ii) in respect of any plant or equipment unless the Minister 
of Reconstruction has certified that, having regard to war or recon- 
struction needs, it is desirable in his opinion that depreciation be 
allowed in respect thereof under the said subparagraph. 

3. In this order and in subparagraph (ii) of paragraph (n) of 
subsection one of section six of the Income War Tax Act “plant or 
equipment” means such property as the Minister of National Revenue 
may, by regulation, prescribe but, notwithstanding any such regula- 
tion, does not include 

(a) plant or equipment outside Canada, 

(b) patents, goodwill, intangible rights or incorporeal heredita- 
ments, ‘ 

(c) leasehold interests in land, buildings, machinery or equipment, 

(d) office equipment or furnishings, 

(e) buildings used as dwellings including apartment houses and 
equipment, furniture and furnishings therein or used in connection 
therewith, 

(f) buildings used for commercial or financial purposes including 
stores, hotels, tourist accommodation and office buildings, 

(g) automobiles, trucks and buses, 

(h) rolling stock of a railway, 

(i) a building that has been used by a person other than the 
taxpayer or a building that was built and in existence prior to Novem- 
ber tenth, nineteen hundred and forty-four unless 


(A) the Minister of National Revenue is satisfied that the build- 

ing has, since acquisition by the taxpayer, been used by him for a 

business substantially different from that carried on therein prior 

to acquisition by him, or 

(B) the building was purchased by the taxpayer from War Assets 

Corporation, 

(j) property built or acquired by a company entitled to exemp- 
tion in the taxation year under section eighty-nine of the Income War 
Tax Act or paragraph (g) of section seven of The Excess Profits Tax 
Act, 1940, 
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(k) property in respect of which special depreciation has been 
allowed under subparagraph (ii) of paragraph (n) of subsection one 
of section six of the Income War Tax Act or in respect of which 
provision has been made for special depreciation or allowances in lieu 
of depreciation under special authority, 

4. Where plant or equipment is partly built in the period fixed 
by section one of this order, such part thereof as is built during the 
period shall be deemed to be plant or equipment built during the 
period for the purposes of subparagraph (ii) of paragraph (n) of 
subsection one of section six of the Income War Tax Act. 

5. Notwithstanding this order or any provision in the Income 
War Tax Act, the decision of the Minister of National Revenue as to 
whether depreciation is allowable under subparagraph (ii) of para- 
graph (n) of subsection one of section six of the Income War Tax 
Act and as to the amount thereof if any is final and conclusive. 


BANK CONFIRMATION FORMS 


The standard bank confirmation forms, which were 
announced in our November issue, will be available in 
French as well as in English. For details see notice’ 
on page 384. 


Please note that the prices are per hundred. For 


instance, the cost of five hundred blank forms is $6.25, 
and for five hundred imprinted forms, $10.00. In the 
case of imprinted forms orders will not be taken for 
less than five hundred copies. The name and address 
for imprinting must be confined to three lines, which 
is all the space that the form allows. 
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War Contract Termination 


A VEmcar for settlement of terminated contracts is 
redefined by two orders in council recently announced. 
They are both dated November 1, 1944. 


The first (P.C. 8396) deals with prime contractors and 
reads as follows: 


Whereas by Order in Council P.C. 136 of January 21, 1944, the 
Minister of Munitions and Supply was authorized to negotiate and 
make final settlements, upon such basis and terms as the said minister 
might deem proper, of claims based upon or arising out of the term-- 
ination or partial termination, prior to completion, of contracts entered 
into or placed by the said minister in the name of His Majesty, 
provided that the amount payable upon the settlement of any such 
contract (exclusive of any amount paid in respect of “post-termination 
expenses” as authorized by Order in Council P.C. 9018 of November 
23, 1943), together with all amounts paid under such contract prior 
to the termination, shall not exceed the total amount paid or payable 
pursuant to such contract if the same had not been terminated; 

And whereas the Acting Minister of Munitions and Supply rep- 
resents that it is advisable in the public interest that a method of 
settling claims arising out of such terminations should be authorized. 

Therefore, His Excellency the Governor General in Council, on the 
recommendation of the Acting Minister of Munitions and Supply, and 
under the authority of the War Measures Act, is pleased to authorize 
and doth hereby authorize the Minister of Munitions and Supply, in 
cases where he may deem it advisable, to make settlements with prime 
contractors, upon such basis and terms as he may deem proper, with 
respect to a group of munitions contracts which shall have been term- 
inated in whole or in part prior to completion, and to enter into and 
carry out such contracts and agreements as the said minister con- 
siders to be necessary or appropriate to evidence or to give effect to 
any settlement so made, provided that no such settlement shall be 
made or carried into effect except with the authorization or approval 
of the Governor in Council if the amount payable thereunder (ex- 
clusive of any amount payable in respect of “post-termination ex- 
penses” as authorized by Order in Council P.C. 9018 of November 23, 
1943), together with any amounts paid under the terminated contracts 
prior to termination shall exceed the aggregate of the amounts paid 
or payable pursuant to such contracts for all of the work which would 
have been performed thereunder if the contracts had not been term- 


inated. 
Sub-Contractors 


The second (P.C. 8397) deals with settlements with 
sub-contractors re contracts terminated by a prime con- 
tractor, etc., and reads as follows: 

Whereas by Order in Council P.C, 136 of January 21, 1944, the 
Minister of Munitions and Supply was authorized to negotiate and 


make final settlements, upon such basis and terms as the said minister 
might deem proper, of claims based upon or arising out of the term- 
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ination or partial termination, prior to completion, of contracts entered 
into or placed by the said minister in the name of His Majesty, pro- 
vided that the amount payable upon the settlement of any such 
contract (exclusive of any amount paid in respect of “post-termination 
expenses” as authorized by Order in Council P.C. 9018 of November 
23, 1943), together with all amounts paid under such contract prior 
to the termination, shall not exceed the total amount paid or payable 
pursuant to such contract if the same had not been terminated; 


And whereas it has been the general policy of the Department 
of Munitions and Supply with respect to the settlement of claims 
under or arising out of any such contract which is terminated before 
completion, to deal only with the firm, person or corporation with 
whom or with which such contract was placed by the department 
(hereinafter referred to as the “prime contractor”) and to place upon 
the prime contractor the responsibility of dealing with and making 
the payments required to be made to the subcontractors under sub- 
contracts placed by such prime contractor or his subcontractors; 


And whereas the Acting Minister of Munitions and Supply repre- 
sents that notwithstanding such general policy, it is advisable in the 
public interest that a more expeditious method of settling claims 
arising out of such terminations should be authorized; 


Therefore, His Excellency the Governor General in Council, on 
the recommendation of the Acting Minister of Munitions and Supply 
and under the authority of the War Measures Act, is pleased to auth- 
orize and doth hereby authorize the Minister of Munitions and Supply, 
in cases where he may deem it advisable, to make settlements with 
subcontractors, upon such basis and terms as he may deem proper, 
with respect to any subcontract or group of subcontracts which shall 
have been terminated by a prime contractor or prime contractors by 
reason of the termination by the said minister of a munitions contract 
or contracts entered into with such prime contractor or contractors, 
and to enter into and carry out such contracts or agreements as the 
said minister considers to be necessary or appropriate to evidence or 
to give effect to any settlement so made. 

His Excellency in Council, on the same recommendation, is further 
pleased to order and doth hereby order and direct that in the cases 
where the Minister of Munitions and Supply proposes to make any 
such settlement with a subcontractor, the minister shall notify beth 
the sub-contractor and the sub-contractor’s prime contractor of -such 
proposed action and in the event of such notice being given: 


(a) the prime contractor shall not include in his claim for pay- 
ment or reimbursement under or in respect of the terminated contract 
any amount which but for the provisions of subparagraph (b) of this 
paragraph would have been payable by the prime contractor to the 
subcontractor with respect to such subcontract, or if such amount 
has been included, the prime contractor shall immediately file with 
the minister a revised claim from which such amount has been elim- 
inated and, if the prime contractor has received payment of such 
amount or any part thereof, the amount so paid shall forthwith be 
repaid by the prime contractor to the minister; 


(b) the minister, on behalf of the government or governments 
concerned, shall assume the obligation of settling the claim of the 
subcontractor under such subcontract and no action, claim or pro- 
ceeding for recovery of the amount alleged to be owing to the sub- 
contractor in respect thereof shall be made or instituted against the 
prime contractor. 
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Current Accounting Literature 
By J. D. Campbell, C.A. 


pvisens No. 2, Volume XXVI, 15th September 1944 
of the National Association of Cost Accountants (385 
Madison Avenue, New York) carries an article “Controlling 
Bank Costs” by William M. Mackenzie which illustrates 
by case study the recent developments in the costing field 
as applied in the service form of business organization, 
both from the standpoint of controlling costs and pricing 
services. 

The primary reliance for proper control of operations 
is placed on a close supervision of expense through the 
medium of operational budgets in which would be revealed 
on the one hand the current rate of earnings on loans and 
investments and on the other hand the cost of each dollar 
acquired for investment. “This was our overall program 
for cost control. First, budgeted operations with antici- 
pated and actual income and expense compared monthly. 
Second, the expression of the monthly income from loans 
and from investments as an annual rate of return on the 
money used, and the conversion of the cost of handling 
deposits into a percentage of each dollar made available for 
investment. In the third place we would learn quarterly 
what our cost had been to handle all types of bank transac- 
tions such as the making of an individual loan, the cashing 
of a check, or the acceptance of a deposit.” 


The major portion of the article is devoted to an ela- 
boration of the actual procedures adopted in the develop- 
ment and adaptation of the program outlined to meet the 
requirements of the particular case examined. 

Under the budgetary procedure, the manager of each 
department prepares quarterly a budget of the income and 
expense under his control for each of the succeeding three 
months. The departmental budgets are assembled to give 
an overall operating budget for the bank. Actual per- 
formance is compared monthly with the budget figures and 
variations are considered. 

Special attention is devoted to the question of the basis 
of allocation to be accepted for the proper distribution of 
the costs of the service and administrative departments 
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over the investing depositing and income producing service 
department. 


Office Production Standards 


Bulletin No. 4, Vol. XXVI, 15th October 1944, of the 
National Association of Cost Accountants covers the ques- 
tion of the determination of production standards for the 
administrative division of the business organization in an 
article “How to Set Office Production Standards” by Harold 
C. Pinnicke. 

Although costing and the attendant use of standards 
have been developed and applied with a high degree of 
efficiency within the productive division of the business 
organization, the same principles may be profitably ap- 
plied as well to the administrative and distributive divisions 
with a view to increased efficiency and cost control within 
these divisions. The article points the way ‘to the develop- 
ment and use of standards applicable to the administra- 
tive division of the business organization. 

In discussing the question of the uses of production 
standards it is pointed out that a production standard is 


not a means of measuring production. Rather it is a stand- 
ard against which the measured production of one person 
or group of persons can be prepared for the purpose of 
determining the degree or percentage of satisfactory per- 
formance attained. 


Discretionary Powers 


Leon J. Ladner in an article “Post-War Tax Impact” 
published in the October 1944 issue of “The Canadian Bar 
Review” (Osgoode Law School, Toronto) discusses the 
significance of the tax question as related to any plans 
which might be contemplated for the post-war period. The 
principle of wide discretionary authority which forms a 
predominant feature of our present tax laws is designated 
as the keystone of any suggested revision in the existing 
tax statutes. 

The 1944 amendments to the income tax and excess 
profits tax acts indicate a recognition on the part of gov- 
ernment for the need of making concessions to business 
in order that business and employment may be maintained 
or increased in the immediate post-war period. 
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An examination of the income war tax and excess profits 
tax acts discloses that, prior to 1944 amendments, “discre- 
tionary authority is given to the minister sixty-nine times 
under the Income War Tax Act and thirty-one times under 
the Excess Profits Tax Act”. The significance of the dis- 
cretionary powers is discussed from the standpoint of a 
business man planning an investment. “The best, most 
experienced and shrewdest business men can have their 
calculations on the results of a venture completely thwarted 
by tax officials exercising one or more of these 100 dis- 
cretions... .. The net result of s. 32A and the 100 dis- 
cretionary authorities is to make it impossible for any 
lawyer or chartered accountant to advise a taxpayer what 
his bill for taxes is or may be in the future.” 

The suggestion is made that the discretionary authority 
should be eliminated except in the matter of forms and 
minor administrative matters. Where discretionary auth- 
ority is required then a guiding principle embodying the 
policy of the act can be set out and a special tribunal 
should be given authority to decide the question. “The 
income tax acts should state the facts and provisions in a 
positive or negative form and in the event of dispute be- 
tween the taxpayer and the Crown either should be en- 
titled to go to the independent tribunal for a determina- 
tion of the matters in issue on the principles of law recog- 
nized in our judicial system for many years past.” 

The latter portion of the article is devoted to a consid- 
eration of the general policy and theory of law relating 
to the recognition and exercise of discretionary authority. 
It is pointed out as a result of this examination that the 
courts have no power to interfere with the exercise of 
discretion by an administrative tribunal and that the ad- 
ministrative tribunal is not required to support any de- 
cisions given by reasons. 

Revenue Realization 

H. A. Finney in an article “Principles and Conventions” 
published in the October 1944 issue of “The Accounting 
Review” (School of Business, Bloomington, Ind.) discusses 
the general question of accounting principles and the con- 
ventions developed in the application of the principles. 
Specific attention is diverted to the general problem of 
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revenue realization. “When you hear a reference made 
to an accounting ‘principle’ you may find that in reality 
it is nothing more exalted than a convention or rule of 
convenience.” 

In considering the question of conservatism it is sug- 
gested that we might say that proper ccnservatism may 
be regarded as a principle with the application to the ques- 
tion of inventory valuation—lower of cost or market—as 
a convention designed to give recognition to the principle 
of conservatism.’ In setting out a suggested group of 
principles it is stated: “Conservatism, while desirable, is 
not a justification for the understatement of net worth 
and the misstatement of income.” 

The major portion of the article is devoted to a dis- 
cussion of the principles underlying revenue realization— 
“revenues should not be regarded as earned until an asset 
increment has been realized or until its realization is rea- 
sonably assured.” The general principle outlined is de- 
veloped and the attendant conventions in the form of (1) 
the acceptance of the sale basis as the point of revenue 
realization, (2) the taking up of profits before all the re- 
quirements of a completed sale have been met (cost plus 
fixed fee contracts), and (3) the postponement of the taking 
of profits until some time after a sale has been made (in- 
stalment sales) are examined. Each of the above conven- 
tions is discussed and the circumstances which place them 
under the general principles are set out. 

In illustration it is stated in respect to the second con- 
vention that “inventory valuation on a selling-price basis 
results in taking a profit at the production stage, but such 
an accounting procedure does not appear to be in conflict 
with the governing accounting principle if the realization 
of the revenue is reasonably assured because of the as- 
sured ‘marketability of the product at least equal to the 
inventory value.” 

Accounting Procedure 

The October 1944 issue of “The Journal of Account- 
ancy” (18 East 41st Street, New York) carries a tentative 
statement made by the research department of the Amer- 
ican Institute of Accountants on the question of “The 
Treatment of Terminated War Contracts in Financial 
Statements.” 
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The statement deals with the treatment in financial 
statements of accounting matters incident to the termin- 
ation of fixed-price supply contracts for the convenience 
of the government. The problems discussed cover the 
general questions of when profit accrues and the manner 
in which the respective items arising from contract term- 
ination should be revealed on the financial statements. 


In covering the question of when profit accrues it is 
pointed out that the crux of the accrual of profit problem 
is whether the amount of the claim can be determined on 
a reasonable basis prior to final settlement. Inasmuch as 
the book income from termination settlement will be due 
no doubt much more to the recovery of uncapitalized costs 
than to profit allowed under the contract any determination 
of reasonableness will be determined primarily on the basis 
of whether allowable costs can be determined with suf- 
ficient accuracy to bring the amount of the claim within 
the requirement of a “reasonable determination.” 


From the standpoint of conservatism and simplicity the 
easiest procedure would be to carry forward book balances 
of items applicable to the terminated contract. If con- 
servatism is utilized merely for delaying the recognition 
of an otherwise determinable amount then its application 
to the case in question will be determined on the grounds 
as to whether or not an area of doubt exists. 

In discussing the problem of the income statement the 
question is raised as to whether the revenue from contract 
terminations should be reflected as part of gross revenue 
with the attached costs or whether the net amount of 
income from this source should be set out as a separate 
item. 

In covering the balance sheet problems the questions 
of the treatment to be accorded the items of part payments 
and cost recoveries are considered. 

Appreciation 

B. J. Davis in a special article “Balance Sheet Values” 
published in Volume CXI, No. 3641, 16th September 1944 
of “The Accountant” (London) discusses the principle of 
revaluation of balance sheet items whenever the value of a 
currency changes. 

“For accounting purposes, however, it is suggested that 
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the proper method of dealing with balance sheets is to re- 
value the capital in terms of present-day currency, to re- 
value unexpired expenditure in terms of present-day cur- 
rency, and then to show the resulting deficit as a loss 
resulting from the gradual depreciation of bank and cash 
balances.” 

In developing the principle outlined the question is 
raised as to the reasonableness for comparative purposes 
of using balance sheets prepared on the basis of varying 
price levels. “In comparing figures in one balance sheet 
prepared in 1913 with the figures of another balance sheet 
prepared in 1938 and again comparing the figures in this 
latter balance sheet with a third balance sheet prepared 
in 1944 we may... . be committing exactly the same 
mistake as a man comparing the figures in a balance sheet 
prepared in dollars with an earlier balance sheet prepared 
in sterling.” 


Terminology 


Robert H. Montgomery in a short article “Capital Sur- 
plus—Help Wanted” published in the October 1944 issue 
of “The Journal of Accountancy” proposes the elimination 
of the term “capital surplus” from accounting terminology 
on the grounds that as accounting requires a distinct seg- 
regation as between realized profits and capital there can 
be logically no item which can be classed accountingwise 
as “capital surplus”. 

In good accounting practice all realized profits are first 
credited to income. If subsequent circumstances require 
that certain amounts should be frozen from the standpoint 
of dividend distribution then appropriate action may be 
taken to “freeze” income or surplus or transfer it to a 
capital category. “I think that by the use of more illumin- 
ating ledger and balance sheet captions we can separate 
corporate capital from corporate profits.” 

Foreign Exchange 

E. A. Saliers in an article “Foreign Exchange Account- 
ing” published in the October 1944 issue of “The Account- 
ing Review’ presents a statement of principles governing 
conversion of statements of foreign subsidiaries supple- 
mented by a discussion of possible variations in procedure. 

Against a background of the accepted rules for con- 
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verting items of assets and liabilities, income and expense 
of foreign branches, specific discussions are presented cov- 
ering the items of depreciation, inventories and reciprocal 
accounts. 

In considering the question of depreciation it is pointed 
out “in order to allocate correctly the entire cost of de- 
preciable assets, depreciation and the depreciation reserve 
must be converted at the rate applied to the fixed asset 
cost.” 

Although the weight of authority is to the effect that 
inventories carried in foreign currency should be converted 
into the currency of the home office at the rate effective 
at the closing date, the school of thought advocating the 
valuation of merchandise inventory at cost in terms of the 
domestic currency is discussed. In the later case since 
the inventories are further removed from cash realization 
and are subject to more contingencies than the other cur- 
rent assets it is the opinion that the rules which should 
apply should be based on cost. “Use of the exchange rate 
effective at date of purchase to convert inventories states 
their value at cost in terms of domestic currency and there- 
by avoids inaccurate balance sheet values, and in the profit 
and loss statement reduces inaccuracies caused by conver- 
sion of operating accounts during periods of exchange 
fluctuations.” 

Original Cost 

John Bauer in an article “Accounting Principles of 
Federal Power Commission” published in the October 1944 
issue of “The Journal of Accountancy” presents a reply 
to the previous article on the same topic published in the 
June 1944 issue of “The Journal of Accountancy” and re- 
viewed in October 1944 issue of “The Canadian Chartered 
Accountant.” 

The justification for the acceptance by the commission 
of the “original cost” concept is based primarily on the 
question of public interest and secondly upon “the tremen- 
dous capital magnitudes and their origins which enter into 
>, . . the responsibility of all regulating bodies entrusted 
with the protection of public rights.” 

The statement made in discussing the question of ac- 
counting principles is interesting. “As to principle, I 
should say, further, there is nothing really fundamental 
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in any accounting set-up and procedure. Any warranted 
accounting policy depends upon convenience, objectives and 
particularly the interests involved. ... Purpose is all-con- 
trolling as to classification and requirements.” 

The two articles in question arose from an order given 
by the Arkansas Department of Public Utilities to the 
Arkansas Power and Light Company directing the company 
to show cause why the “original cost” of its electric prop- 
erty less accrued depreciation, should not be established as 
its electric rate base. Excerpts from the opinion and the 
order issued by the department are reprinted in the October 
1944 issue of “The Journal of Accountancy.” 

It was unanimously decided after a hearing of all evi- 
dence that the “original cost” should not be utilized as the 
rate base but that the value of the present existing assets 
to the concern in question should be recognized as the 
value at the date it was expended and that this value 
should represent the rate base. 

Plant Registers 

Herbert A. Adams in a short article “The Importance 
of Plant Registers” published in Volume CXI, No. 3642, 
23rd September 1944 of “The Accountant’, discusses the 
significance of keeping up-to-date records relating to plant 
and machinery particularly under the present regulatory 
wartime conditions. 

Taxes—A Cost 

The October 1944 issue of “The Journal of Accountancy” 
carries a symposium of views under the general topic “What 
are Corporation Taxes?” 

F. S. Capon presents the view that corporation taxes 
are neither a business cost chargeable to consumers nor a 
distribution of profits but a charge against the income of 
the owners which cannot be passed on to customers. 

R. E. Copman states that since corporate income taxes 
are intended as a burden against corporate income, ac- 
countants should consider income taxes a participation in 
profits, not a cost of operation. 

Roy C. Brown and Earle Goodrich Lee advance the 
theory that the corporation income tax represents essen- 
tially a division of income between the taxpayer on the 
one hand and the government as partner on the other hand. 
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George O. May in discussing the problem states that 
to the extent that any corporate tax represents a payment 
for the privileges of carrying on business as a corporation 
it is a portion of the cost of doing business but to the extent 
that any tax is a true income tax you should not treat it 
as a cost in calculation. 

Inflation 

A. Kenneth Eaton in ah article “Canadian Experience 
in Curbing Inflation Through Fiscal Devices” published in 
a volume of symposium addresses on “Curbing Inflation 
Through Taxation” published by the Tax Institute Inc. 
(N.Y.), outlines and discusses the fiscal policies which have 
been adopted by the Canadian government in meeting the 
problem of inflation. 

World War II brought a situation where it became nec- 
essary to speed up the wheels of industry in an attempt 
to reach a condition of full employment of the Canadian 
resources as soon as possible. Up to the point where scarci- 
ties began to develop only moderate increases arose in 
revenue taxes although an effort was made to broaden the 
tax base. When scarcities developed, taxes were increased 
in order to put into effect the fiscal policy of pay-as-you-go 
and to draw off the surplus dollars arising from the situa- 
tion of scarcity which was developing. 

The major point which was brought out in considering 
the interrelationship between inflation and taxes was the 
necessary correlation between a control over costs and the 
taxing policy in order to retain effective control of inflation. 
The most that taxation can do is to relieve the pressure 
on the price ceiling by reducing the liquid purchasing power 
available. But while taxation may relieve the pressure on 
price ceilings it very definitely increases the pressure 
against wage and salary ceilings. In the absence of a frozen 
price and wage structure it is possible under certain con- 
ditions that heavy taxation may accelerate rather than 
retard the inflationary process. 

In considering the effectiveness of the tax structure 
on the basis of the persons paying the taxes special refer- 
ence is made to the agriculturists and the countless sole 
proprietors who “live out of the till’? as representing the 
two major classes which no doubt are escaping the full 
impost of the taxes levied. 
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MAINTENANCE GRANTS NON-TAXABLE 


In summing up, the statement is made, “The signifi- 
cant conclusion that emerges from Canadian experience is 
the fact that taxation by itself can never be an effective 
means of curbing inflation. Direct action in freezing the 
price and wage structure must be regarded as the main 
bulwark. Heavy taxation must be imposed right up to 
the danger points, however, to preserve the existence of 
the price ceiling and to minimize the number of commo- 
dities which it is necessary to ration.” 


MAINTENANCE GRANTS NON-TAXABLE 


Payments for maintenance, etc., under the Post- 
Discharge Re-establishment Order are to be exempt from 
income tax. The order in council (P.C. 128/8367), dated 
October 31, 1944, approving a minute of the Treasury 
Board, reads as follows: 


The board had under consideration a memorandum from the Hon- 
ourable the Minister of Veterans’ Affairs, concurred in by the Hon- 
ourable the Minister of National Revenue, reporting: 

“That under and by virtue of Order in Council P.C. 5210 of the 
13th July, 1944, known as The Post-Discharge Re-establishment Order, 
the Minister of Pensions and National Health is authorized to make 
payment of a grant, under conditions therein set forth, to a discharged 
person who is pursuing vocational or technical training or other 
educational training which has been approved by the Department of 
Pensions and National Health as training which will fit him or keep 
him fit for employment or re-employment, or will enable him to obtain 
better or more suitable employment; 

“And that the amounts of such grants have been determined on 
the basis that there should be no deduction therefrom by reason of 
taxation under the Income War Tax Act. 

“Now, therefore, the undersigned, with the concurrence of the 
Minister of National Revenue, has the honour to recommend that Your 
Excellency in Council, under the War Measures Act, be pleased to 
order that moneys granted to a discharged person under the pro- 
visions of paragraphs 6, 8 and 9 of Order in Council P.C. 5210 of 
the 13th July, 1944, known as The Post-Discharge Re-establishment 
Order, shall not be liable to taxation under the Income War Tax Act.” 

The board concur in the above report and recommendation, and 
submit the same for favourable consideration. 
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A Punched Card System of Income 
Tax Calculation 
By Leigh Johnson 
Quebec, P.Q. 


T= object of the method to be described is the mechan- 
ical calculation of income tax deductions at the source 
in establishments where payrolls are prepared on Hollerith 
equipment. 

The machines required to put this system into effect are 
standard equipment in most well-equipped tabulating de- 
partments, with the possible exception of the collator, and, 
while the latter is not essential to the successful operation 
of the system, its use cuts down greatly on the time required 
to turn out the tax deduction cards. - 

The next requisite is a numerical code showing the dif- 
ferent marital status classifications. As this presents no 
difficulties it will not be elaborated here. Using this code 
as a guide, each employee’s name card must now be punched 
with his respective marital status class. 

Next, cards will have to be punched for each marital 
status, gross earnings and tax classification. This informa- 
tion is obtained from the tables supplied by the Depart- 
ment of National Revenue. When these cards are com- 
pleted, and checked, they form a set of “tax master cards” 
which are permanent and form the backbone of the system. 

After the earnings for the period have been punched, 
extended and balanced, the cards are sorted by clock num- 
ber and collated in with the name cards, selecting for either 
unmatched earnings or name cards. These combined cards 
are next tabulated and a summary card of each employee’s 
earnings punched, this summary card containing his clock 
number, unemployment insurance number (for a reason 
which will be explained later), marital status class, and 
gross earnings. It is to be noted that the columns showing 
the marital status and gross earnings must correspond with 
those used in the “tax master cards”. 

These summary cards are then sorted by gross earnings 
and marital status and collated in behind the “tax master 
cards” by gross amount and marital status class. Through 
suitable wiring of the collator all summary cards below the 
taxable class may be eliminated. 
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The combined cards are next run through the gang- 
punch, reproducing in the summary cards the tax payable. 
The “tax master cards” are then separated from the sum- 
mary cards (tax deduction cards) and filed away for use 
the following pay period. 

It may be found advisable by establishments in which 
employees are frequently transferred from one department 
to another, with a consequent change in clock number, to 
punch the unemployment insurance number in each em- 
ployee’s tax card, as this is a permanent identification and 
its use will eliminate much confusion when preparing TD-5 
forms. 

After being used in the preparation of the payroll, the 
tax deduction cards are sorted by unemployment insurance 
number and filed away. The cards for each succeeding pay 
will be sorted likewise and collated in with those of the 
previous pays. 

The above system, in addition to furnishing a fast and 
accurate method of income tax calculation, provides a com- 
plete and up-to-date record of each employee’s earnings and 
tax deductions. It will be seen that, at the end of the tax 
year, these cards are readily available for the mechanical 
preparation of the TD-5 forms required at that time. 


INCOME TAX LIABILITY OF SERVICE MEN 

An order in council (P.C. 76/8058) dated October 18, 
1944, approving a minute of the Treasury Board, modifies 
the outstanding income tax liability of those who have 


served overseas. It reads as follows: 

The board, on a report and recommendation from the Honourable 
the Minister of National Revenue, recommend: 

1. That order in council P.C. 115/3088 of April 27, 1944, be can- 
celled. 

2. That under the provisions of The War Measures Act members 
of the Canadian Naval, Military and Air Forces in the Canadian 
active service forces who have served overseas on the strength of an 
overseas unit outside of the western hemisphere and who have re- 
turned to Canada, and members of the auxiliary services who have 
likewise served overseas outside of the western hemisphere and worked 
with or been attached to an overseas unit of the Canadian active service 
forces, be allowed to pay any outstanding income tax liability which 
was payable before they left Canada, or became payable during the 
time they were serving outside of Canada, at the following rate of 
interest in lieu of the interest as now provided in the Income War 
Tax Act, namely: 

If the tax is paid within one year from the date on which the 
taxpayer returned to Canada, no interest will be payable for the 
period during which he was outside of the western hemisphere. 
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The Emerging Pattern of Reconstruction 


Report of a meeting of The Chartered Accountants’ Club of Ottawa, 
by P. F. D. Ellis, C.A. 
N THURSDAY, October 26, Dr. W. A. Mackintosh, 
special assistant to the deputy minister of finance, 
addressed a meeting of the Chartered Accountants’ Club 
of Ottawa, choosing as his subject, “The Emerging Pattern 
of Reconstruction.” 

Dr. Mackintosh was one of Canada’s representatives at 
the recent conference at Bretton Woods and is particularly 
well qualified to deal with this subject of current interest. 
The complete text of his address is not available for pub- 
lication, but he consented to publication of the following 
brief summary of his remarks: 

Considerable discussion has taken place concerning the 
problems associated with demobilization of the armed ser- 
vices and the conversion of our economy from conditions 
of war to those of peace, but it is only within recent 
months, since the European war appears to be reaching 
its final stages, that we have begun to look with some 
realism at problems which assume a larger measure of 
importance and urgency as demobilization nears. 


Two Main Groups 

The problems to be considered were divided by Dr. 
Mackintosh into two main groups: 

1. Those relating to the period of demobilizing person- 
nel from the armed forces and from war industry and the 
conversion of war industries to civilian production. 

2. Problems, not associated directly with the war, aris- 
ing from a desire on the part of most people to ensure that 
social and economic conditions in decades following the 
war will be considerably improved over those existing pre- 
viously. 

Demobilization 

Dr. Mackintosh stated that it was not his intention to 
discuss these problems in detail but to indicate the pattern 
developing from recent legislation in this and other coun- 
tries. In this connection, complete provision has been 
made in Canada for demobilization and rehabilitation of 
ex-service personnel, through acts already on the statute 
books and it only remains to set up the necessary adminis- 
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trative machinery to handle a large number of cases. This 
is now under way through recent creation of the Depart- 
ment of Veterans’ Affairs. 

The problems in group 1 were referred to by the 
speaker as being the most urgent, as demobilization will 
have to be carried out within a comparatively limited 
space of time. The goals to be attained are, a high level of 
income, prosperity and living standards, which may only 
be achieved if our economic system is functioning fully. 
In Canada, this will depend to a high degree on sustaining 
the volume of exports, and this, of course, is beyond our 
direct control, though not beyond our influence. 

Export Trade 

The present volume of Canadian exports is composed to 
a very great extent of war materials and of other materials 
and products exported to fill needs entirely attributable to 
the war. The financing of these exports has been made 
possible through the provisions of mutual aid and by the 
large amounts spent by the Canadian Government in main- 
taining its armed services abroad. 

The volume of these exports and expenditures will con- 
tract with the end of the war.- Too great a decline in 
volume of exports would necessitate a drastic reorganiza- 
tion of certain industries as a whole. The avoidance of 
this disturbance will depend, in the opinion of the speaker, 
on a progressive transition from government-financed to 
privately-financed peacetime exports. This conversion will 
involve problems of foreign trade. . 

With a view to facilitating the financing and expansion 
of exports, discussions on trade policies have taken place 
and proposals have been made whereby participating coun- 
tries would enter into agreements for stabilization of ex- 
change and financing short term credit through an inter- 
national monetary fund, and for facilitating long-term in- 
vestment through a bank for reconstruction and develop- 
ment. 

Dr. Mackintosh referred to The Exports Credits Insur- 
ance Act passed at the last session of Parliament, the first 
section of which makes provision for insuring exporters 
against credit and financing risks in dealing with other 
countries and provides for a premium charge which would 
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be adjusted to carry the cost of such insurance. The object 
of this legislation is to influence the extension of credit 
by exporters and enable them to compete with exporters in 
other countries. The second section of the bill gives the 
government power to make, or guarantee, loans to foreign 
governments, the purpose in view being to substitute 
credit for certain types of trade, for which mutual aid is 
not appropriate and in the post-war period when mutual 
aid is not available. The countries of Europe will need 
imports until they have been able to re-establish them- 
selves and again finance their imports by their own ex- 
ports. The problem, therefore, becomes one of financing 
the period of rehabilitation. 
War Contract Termination 

The speaker regarded the matter. of termination of war 
contracts and the conversion of industry as being beyond 
the scope of his talk but considers it primarily an engineer- 
ing problem in each individual plant coupled with a sys- 
tem of priorities to ensure a necessary supply of materials 
for manufacture and the return to the industrialist of full 
control over his working capital and full physical posses- 
sion of his plant. 

The first instalment of the problem of replacing gov- 
ernment expenditures on war contracts will be met during 
the period between the end of hostilities in Europe and the 
end of the war against Japan. The most important means 
of filling the gap will be through private spending and in- 
vesting. Dr. Mackintosh mentioned recent amendments to 
the income and excess profits tax acts with respect to 
special depreciation allowances, expenditures on mainten- 
ance and repairs and to the averaging of losses sustained 
‘in the 1944 and subsequent fiscal periods as being designed 
to encourage this private spending in a period when it may 
still be necessary to maintain high rates of taxation. 

Establishment of the Industrial Development Bank is 
designed to facilitate the making of loans to small busi- 
nesses which may require funds for conversion and ex- 
pansion, but such loans will be made only after officials 
of the bank are satisfied that normal channels of financing 
are not available. 

The Housing Act has recently been amended, thereby 
extending the coverage and reducing the rates so that the 
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Act now provides complete facilities for loans on all types 
of houses. 

In the field of social security, the Dominion government 
has already taken steps to solve the problems of the con- 
version-demobilization period through the Unemployment 
Insurance Act, which covers about 2,500,000 wage earners, 
and the proposal to pay family allowances. These allow- 
ances are related to the family circumstances and are like- 
ly to be spent immediately by the recipients thereby con- 
tributing a sustaining effect on consumer demand. 

The problems in group 1 are, in the opinion of the 
speaker, not fully solved. Some communities may be more 
seriously affected than others during the conversion period 
through the cancellation of war contracts, etc., and it may 
be necessary to spend public funds on works projects in 
these communities but there are many considerations in- 
volved, such as the determination of the future size of such 
communities, housing, and others. 

Long Range Problems 

Having regard to the problems in group 2 relating to 
the long-run aspect of reconstruction, Dr. Mackintosh ex- 
pressed the view that social security measures should be 
planned as part of a long-range program and in building 
up this program it was necessary to decide what should be. 
provided, this being dependent upon the extent to which 
public opinion will go. The impact of the war on the 
feelings of the Canadian public has resulted in advanced 
thinking along these lines but, as compared with Great 
Britain, Canada has still some distance to go in instituting 
social security measures. 

Dr. Mackintosh referred to the fact that, in the past, 
investment opportunities have run in cycles and if any 
program of public spending is to be undertaken, with a 
view to supplementing expenditures by private industry, 
it should be planned to avoid aggravating the employment 
problem by creating competition for labour. The proper 
timing of expenditures on public works, so as to provide 
employment during periods of greatest need, will require 
organization and planning by the federal, provincial and 
municipal governments and education of the public to such 
policy. 
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The speaker emphasized the importance of considering 
first the problems relating to the immediate requirements 
of the conversion—demobilization period and expressed a 
fear that we may lose the feeling of reality and urgency 
of the practical problems involved by falling into doctrinal 
disputes whose importance diminishes as we approach the 
concrete and urgent problems of providing employment in 
the immediate post-war period. 


Dr. Mackintosh is convinced that any government faced 
with the problems of this period will try to arrive at the 
best and most practical solutions possible, without regard 
to political considerations and that this will be brought 
about by the pressure of the problems themselves and by 
force of public opinion. He stated that Canada is in the 
forefront of other nations in the legislation it has already 
enacted for rehabilitation purposes and is confident that 
we can successfully meet all the essential problems of the 
post-war era, as we have those of the war years, through 
a spirit of mutual trust and understanding. 

At the conclusion of his remarks, Dr. Mackintosh very 
kindly replied to several questions relating to the subject 
matter of his address. 


























Personals 

John Shallcross, C.A., announces the opening of an office 
for public practice, at 313 Royal Bank Building, 675 Hast- ~ 
ings Street West, Vancouver, B.C. 


Ismay, Boiston, Dunn & Co., chartered accountants, Vic- 
toria, B.C., announce that they have admitted as a partner 
in the firm Charles H. G. Mann, C.A., a member of the In- 
stitute of Chartered Accountants of Ontario, and formerly 
a member of the firm of Dunwoody, Nicholl, Saul & Co., 
chartered accountants. 


Glendinning, Gray and Roberts announce the retirement 
from the firm as at 30th September 1944 of William Hog- 
ben, C.A. ‘ 

John W. Glendinning, C.A., who has been associated 
with the Toronto office of Glendinning, Gray and Roberts 
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for some years, has been admitted a partner, and the prac- 
tice will be continued under the firm name of Glendinning, 
Jarrett, Gray & Roberts. 


E. A. Campbell & Company (formerly Cheyne & Camp- 
bell) of Kelowna, British Columbia, announce that Gerald 
D. Imrie, C.A., formerly with Riddell, Stead, Graham & 
Hutchison, has been admitted to partnership. Arthur J. 
Shankland, C.A., manager of the firm’s Nelson office, has 
been admitted to partnership in that district. 


Hodge, Bamford and Wilder, chartered accountants, 503 
Scott Building, Moose Jaw, Saskatchewan, announce the 
admission to partnership of Ralph Leonard Bamford, 
B.Acc., C.A., son of Mr. Harry H. Bamford, F.C.A., and 
who, until recently, was with the Canadian Pacific Air Lines 
Limited and Canadian Pacific Railway Company, Montreal. 
Mr. Bamford, Jr., trained and qualified with the firm to 
which he has now been admitted a member. The practice 
will continue as heretofore under the name of Hodge, Bam- 
ford and Wilder. 


Paul E. Bonnier, L.S.C., C.A., Roland Beaudin, C.A., and 
Louis L’Heureux, C.A., announce that they have formed a 
partnership under the firm name of Bonnier, Beaudin & 
L’Heureux, chartered accountants, with office at 822-825 
Transportation Building, Montreal. Mr. Roland Beaudin 
served for over four years in the R.C.A.F. and was a squad- 
ron leader when released from the service. 


A. Irvine Barrow, chartered accountant, announces that 
he has opened an office for the practice of his profession 
at 10514 Hollis Street, Halifax, Nova Scotia. 


E. C. Leetham, C.A., and John C. Newland, C.A., an- 
nounce that their partnership which has been carried on 
under the style of E. C. Leetham & Co., chartered account- 
ants, is to be dissolved at 31st December 1944. 


Provincial News 


Saskatchewan 
The Regina Chartered Accountants’ Club held its first 
regular luncheon meeting of the fall and winter season at 
the Kitchener Hotel on Wednesday, November Ist. 
A report of the activities of the past year was read, 
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and plans made for the season in the form of monthly 
meetings and addresses on subjects of particular interest 
to the members. The following members were elected as 
officers for the ensuing year:—President, H. S. Moffett; 
vice-president, O. L. Bicknell; secretary-treasurer, H. A. 
Randell; executive members, I. E. Basin, Miss F. Wunder- 
lich. 


Quebec 

At the annual meeting of the Quebec city committee of 
the Society of Chartered Accountants of the Province of 
Quebec the following officers were elected: President, Paul 
Bruneau; vice-president, A.-Gerard Marceau; secretary- 
treasurer, Gustave-E. Tremblay ; immediate past president, 
Jacques LaRue; directors, David Robillard, Guy Fortier, 
Jean Paul LaRue, Paul-Henri Simard. 


Obituaries 


The Late Maurice John Crehan 


The Institute of Chartered Accountants of British Col- 
umbia records with deep regret the death of Major M. J. 
Crehan. Major Crehan, the son of the late Major M. J. 
Crehan, F.C.A., and Mrs. M. E. Crehan, C.A., was killed in 
action in Italy on October 20th, 1944. 

Major Crehan was admitted to the Institute in 1934 and 
then became a partner of the firm of Crehan, Meredith 
and Company. He was a member of the 1st Battalion, Irish 
Fusiliers of Canada, reserve unit, at the outbreak of war, 
and went on active service the day war was declared, rising 
to the rank of lieutenant-colonel of the 3rd Battalion Irish 
Fusiliers. Prior to going overseas Major Crehan was a 
lieutenant-colonel in the directorate of organization at Ot- 
tawa reverting to the rank of captain on loan to the British 
army with the Royal Irish Fusiliers. 

He is survived by his widow, Mrs. Pamela E. Crehan, 
and three daughters. To his widow and family the mem- 
bers extend their sincere sympathy. 
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R. G. H. SMAILS, C.A., Editor 


NOTES AND COMMENT 


Month in month out, year after year there has been 
pinned to the masthead of the problem solutions in this 
section the declaration that discussion of solutions present- 
ed is cordially invited. The response to this invitation has 
been very slight and this is a keen disappointment because 
nothing would do more to further the purpose of the de- 
partment than a continuous and lively discussion of the 
problem solutions as prepared by practising chartered ac- 
countants of all ages, of all schools of thought, from all 
parts of the country. As it is, not more than one solution 
in ten elicits any comment and that comment as often as 
not is provoked by our own imperfections as a proof reader 
rather than by concern with accounting principles and 
forms. (We recall many years ago overlooking a printer’s 


error whereby, in a problem on the accounts of a burial 
company, “internments” was written for “interments’”’. 
The volume of our fan mail on that occasion demonstrated 
that the department was read by quite a number of people.) 


One of the charms of accountancy is that a large part 
of its subject-matter is highly controversial and it might 
be expected that when one accountant put into print his 
idea of the right answer to a question there would be a 
hundred accountants or prospective accountants ready to 
pounce upon him and tear him to pieces. But no. Our 
problem solutions (even the most controversial ones) are 
met for the most part with a silence that can be heard 
from Atlantic to Pacific—and we oftentimes itch to write 
letters to ourselves in order to break that forbidding silence. 
What is the matter? We believe the matter to be that our 
readers do not realize how much they would be doing to 
enliven these pages if they would pen a short letter when- 
ever they see anything in a problem solution with which 
they disagree. And so we repeat the invitation with re- 
newed emphasis, at the same time reminding our prospec- 
tive correspondents that they may use a pseudonym for 
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publication provided they furnish their name and address 
as evidence of good faith. 
* 


As the magazine no longer reaches subscribers on the 
first day of each month our good wishes to those who will 
be writing examinations in the early part of December 
must needs be retroactive but are none the less sincere. 
We hope that candidates will find the papers to be full of 
questions about which they know a great deal and devoid 
of those other questions (if any) about which they know 
rather less. And we would suggest to them that in the 
true Dickensian spirit they spare a little pity, as they eat 
their Christmas dinner in foreboding and gloom, for the 
poor examiners who by then will be suffering from erosion 
of the stomach and be unable to eat any Christmas dinner 


at all. 





% 





* 
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STUDENTS’ ASSOCIATION NEWS 
British Columbia 


Renewed interest in B.C. student affairs during the year 
resulted in a special general meeting being called for June 
21st. This was held at the Pacific Athletic Club in the form 
of a dinner and the new executive elected consists of: 
D. R. Smith, president; C. W. Mavor, vice-president; D. 
McGougan, secretary ; H. R. Horne, treasurer; Miss A. Jost, 
P. Mitton, J. Ross. 

Mr. W. Macintosh, C.A., told the meeting of the provi- 
sions being made to help students returning from the ser- 
vices to resume their studies. The student body expressed 
its interest and warmly commended the efforts being made. 


On September Ist the annual field day was held. In the 
morning a tennis tournament was held at the Vancouver 
Lawn Tennis Club and in the afternoon the students and 
several members of the Institute enjoyed golf and dinner 
at the Marine Drive Golf Club. Following the dinner Mr. 
Frederick Grover, C.A., an old friend and honorary member 
of the Society, gave a short speech in which he recalled the 
organization of the Society and its activities and touched on 
the valuable contributions which people trained in the pro- 
fessional field might make to the communities in which 
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they lived. G. D. Davies proposed a vote of thanks to the 
speaker. Mr. J. R. Church, C.A., presented the trophy cups 
to the winners of the tournaments, H. Hender for tennis, 
and W. Waite for golf. 


The Students’ Society expresses its appreciation for the 
interest taken in its activities by the members of the profes- 
sion and its pleasure in their attendance at student func- 
tions. 


Nova Scotia 

Flying Officer G. Dewar MacLeod, R.C.A.F., a former 
junior member of the staff of Lee and Martin, chartered 
accountants, Halifax, previously reported missing in air 
operations overseas, has now been reported killed in action. 
F/O MacLeod was a graduate of Dalhousie University in 
commerce and a member of the Dalhousie football team. He 
enlisted in 1942 and went overseas early in 1944, following 
instructional periods at St. Hubert, Quebec and Greenwood, 
Nova Scotia. 


Quebec 

Lieut. G. Finlay Davis (Canadian Grenadier Guards) 
formerly in the employ of P. S. Ross & Sons, was wounded 
on the 15th August during a heavy tank battle at Falaise- 
Caen. He had burns on the face and thighs, also wounds 
on the legs and abdomen, but according to word received 
by his relatives he is progressing favourably, and seems 
quite cheery. 

F/O M. B. Calhoun (Royal Canadian Air Force) former- 
ly in the employ of Campbell, Glendinning & Co., has been 
reported missing. ‘The Students’ Society extend sincere 
sympathy to his parents, and hope that he will soon be 
found safe and well. 


On Thursday, December 14th, a mock meeting of the 
shareholders of the “Everexpanding Balloon Company” is 
to be held. It is expected that the following will form the 
cast: President, Birks Hall, C.A.; vice-president & engineer, 
Arnold Sharp, C.A.; secretary, Ed. Lemieux, C.A.; director, 
A. H. Wait, C.A.; director, M. Blakely, C.A.; controller (ap- 
pointed by Dept. of “Petitions and Surprise”), Howard Ross, 
C.A.; dept. auditor, J. A. McColl, C.A. 
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PROBLEMS AND SOLUTIONS 


THE PROVINCIAL INSTITUTES OF CHARTERED ACCOUNTANTS 
Solutions presented in this section are prepared by practising 
members of the several provincial Institutes and represent the personal 
views and opinions of those members. They are designed not as 
models for submission to the examiner but rather as such discussion 
and explanation of the problem as will make its study of benefit to 
the student. Discussion of solutions presented is cordially invited. 


PROBLEM I 
INTERMEDIATE EXAMINATION, DECEMBER 1943 
Accounting II, Question 1 (35 marks) 


A trial balance of AB Company Limited, a company incorporated 
under the Dominion Companies Act, is shown hereunder: 


TRIAL BALANCE 
As at 31st December 1942 
Dr. Cr. 

Advertising expense 28,553 
Accounts receivable 210,185 
Accounts payable $ 38,796 
Bonds—Dominion of Canada —at cost 100,000 
Bond interest received 2,500 
Cash in bank 23,350 
Cash discounts on purchases 4,271 
Cash discounts on sales 2,785 
Inventories Ist January 1942: 

Raw materials 49,754 

Work in process 25,366 

Finished goods 187,523 
Inward freight and cartage 8,271 
Sales returns and allowances 11,372 
Fire insurance—factory 2,758 
Factory building 100,000 
Machinery and equipment 368,780 
Land 50,000 
Executive salaries 28,456 
Packing and shipping expenses 8,371 
Outward freight 472 
Labour—direct 278,496 
Labour—indirect 57,112 
Property taxes—factory 1,452 
Miscellaneous factory expenses 9,743 
Light, heat and power—factory 15,863 
Repairs and maintenance—factory 18,765 
Factory supplies 9,514 
Reserve for depreciation of buildings 
Reserve for depreciation of machinery 
Reserve for depreciation of delivery trucks 
Reserve for depreciation of office furniture and 

fixtures 
Miscellaneous selling expenses 9,175 
Office salaries 12,561 
Office stationery and supplies 923 
Postage and excise stamps 1,561 
Audit fees 1,250 
Office furniture and fixtures 12,250 
Purchases—raw materials 310,843 
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Purchases—finished goods 27,357 
Salesmen’s salaries 15,785 
Salesmen’s expenses 7,213 

Rent of office premises 1,500 
Miscellaneous office expenses 2,861 

Reserve for doubtful accounts receivable 10,518 
Sales 1,053,911 
Capital stock—authorized and issued: 

500,000 shares of $1 each 500,000 
Surplus 287,513 
Instalments paid on income and excess profits 

taxes 35,000 

10,000 


The following information is also furnished: 
The company’s year end is 3lst December. 


On 3lst December 1942 goods with a sales value of $2,461 were 
not included in sales or inventories. 


Raw materials received on 31st December 1942 were included in 
inventories but the relative vendors’ invoices aggregating $1,246 
were not entered in books. 


Accrued wages at 3lst December 1942: Direct $8,657, indirect $1,459. 


Quoted market value of Dominion of Canada bonds at 31st Decem- 
ber 1942: $101,000. 


Accrued bond interest on these bonds $500 is not entered on the 
books. 


At 31st December 1942 advertising supplies on hand were valued 
at $1,675, prepaid fire insurance amounted to $286, aecrued property 
taxes were estimated at $423, factory supplies on hand were valued 
at $1,250. 


Inventories on hand at 31st December 1942 as determined by physi- 
cal count and valued at the lower of cost or market were as follows: 
Raw materials $42,687, work in process $38,947, finished goods 
$206,571. 


The fixed assets are carried on the books at cost; provision is to be 
made for depreciation at the following rates applied to the closing 
gross book values of the assets: Building 214%, machinery 10%, 
delivery trucks 20%, office furniture and fixtures 10%. 


On 15th December 1942 a dividend of 10c a share was declared by 
the directors payable 2nd January 1943. 


An amount of $65,608 is to be provided for income and excess profits 
taxes. 


The reserve for doubtful accounts receivable is to be increased Dy 
an amount equivalent to 1/10 of 1% of the net sales for the year. 
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{ Required: 
fF You are asked by the directors to prepare suitable annual finan- 
: cial statements of the company for the year ending 3lst December 
} 1942 showing full information with respect to the income and expenses. 
The auditors’ report need not be prepared. 


SOLUTION 

In this problem the candidate is asked to prepare suitable annual 

financial statements so it is believed that the form of presentation is 

St of particular importance and would be carefully reviewed by the 

ink examiner. In this solution the statement form has been used but 
the account form is equally acceptable. 


A B COMPANY LIMITED 
Balance Sheet as at 3ist December 1942 























Current Assets: 







See ONE. Sowa cua ease aides eae $ 23,350 
m4 Dominion of Canada bonds—at cost ... 100,000 
y (Quoted market value at 31st 
‘ December 1942—$101,000) 
Accrued bond interest ............... 500 
Accounts receivable .........ccccccees $212,646 







Less: Reserve for doubtful accounts 11,563 201,083 









Inventories as determined by physical 
count and valued at the lower of cost 
or market: 






















» og ere ee 42,687 
WG ER POON coo siccceiscsiccces 38,947 
SP INE ovo 5.4.0 Sse a masee 206,571 288,205 
‘ ——- ——_ $_ 613,138 
i Fized Assets—at cost: 
SOE SoG cad a Ghaadtensoveenesaceasaam 50,000 
EEE 5s 55 ca Seb SGa ss aceaueua seers 100,000 
Less: Reserve for depreciation .... 25,000 
—_—— 75,000 
Machinery and equipment ........... 368,780 
Less: Reserve for depreciation .... 151,664 
———__ 217,116 
Office furniture and fixtures ........ 12,250 
Less: Reserve for depreciation ..... 7,400 
oe 4,850 
Pt UN EE oi orbs ccc nts ce geiss 10,600 
| Less: Reserve for depreciation .... 6,250 3,750 
j rs 350,716 
F Prepaid Expenses and Deferred Charges: 
fh 3: ee 286 
Ey Advertising supplies .......ccccsvcees 1,675 
ET SEED: 6.55sa lee cies veces eb eae 1,250 - 3,211 





$ 967,065 






LIABILITIES, CAPITAL STOCK AND SURPLUS 
Current Liabilities: 


eI 62 SC wala bp aciemenasad we wae $ 40,042 
i Sn as ced bea eautgie a oes waren 10,116 
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Accrued property taxes .......ccccccccccccscces 
Dividend payable 2nd January 1943 ............ 50,000 
Provision for income and excess profits taxes 

after deducting instalment payments of $35,000 30,608 







$ 131,189 





Capital Stock and Surplus: 
Capital Stock— ‘ 
Authorized and issued— 
500,000 shares of $1.00 each .... 500,000 


Surplus— 
Balance as at Ist January 1942 ..... $287,513 
Net profit for the year ending 

31st December 1942 ............. 98,363 


385,876 









Less—Dividend declared payable 
Sa SOMERS TORE oe oc Seiccecices 50,000 335,876 






835,876 





$ 967,065 






A B COMPANY LIMITED 
Statement of Profit and Loss 
for the year ending 31st December 1942 






PARTICULARS AMOUNT 
SE: sci cic ases wae cs eases ew twee e ase a Se tenne $1,056,372 
Less: Returns and allowances ................. 11,372 











th RC ene Leap Amaneean aK 1,045,000 


Cost of sales; 

Inventory of finished goods 1st January 1942 ..$187,523 
Cost of goods manufactured ................0.-- 755,930 
Finished goods purchased ....................- 









970,810 






Less: Inventory of finished goods 31st 
SUOMI EPI, 5 Caine So saweccsnebeweeeaseew es 206,571 764,233 
















I oy 6:5 ce as oot. 66 os hie Ew mensions 280,761 
Delivery, selling and general and administrative expenses: 
Delivery expenses: 











Packing and shipping expenses ..... $ 8,371 
Depreciation of delivery trucks .... 2,000 
RIE IE oo 5 5 Seca ees 472 

a 10,843 

Selling expenses: 

Salesmen’s salaries ................ 15,785 
Salesmen’s expenses ............... 7,213 
PEE, bata be eknas Paws se mecew 26,878 
Miscellaneous selling expenses ...... 9,175 

— 59,051 






General and administrative expenses: 
MROOUCIVS GRIBTIOR ooo icics cvcccvces 28,456 
ere 12,561 

Office stationery and supplies ....... 







THE CANADIAN CHARTERED ACCOUNTANT 


Postage and excise’ stamps 1,561 
Audit fees 1,250 
Rent of office premises 1,500 
Depreciation of office furniture and 
fixtures 1,225 
Loss by doubtful accounts 1,045 
Miscellaneous office expenses 2,861 51,382 121,276 


159,485 


Add: Other income: 
Bond interest 
Cash discounts on purchases 


Cash discounts on sales 4,486 


Net profit for the year before providing for 
income and excess profits taxes .... 163,971 
Income and excess profits taxes 65,608 


Net profit for the year carried to the 


balance sheet $ 98,363 


A B COMPANY LIMITED 


Statement of Cost of Goods Manufactured for the year 
ending 3ist December 1942 
PARTICULARS AMOUNT 
Inventory of work in process Ist January 1942 .. $ 25,366 
Inventory of raw materials Ist January 1942 ..$ 49,754 
Purchases of raw materials 
Inward freight and cartage 


Less: Inventory of raw materials 31st 
December 1942 


Cost of raw materials used 327,427 
Direct labour 287,153 


Other manufacturing expenses: 
Indirect labour 
Fire insurance 
Property taxes 
Repairs and maintenance 
Light, heat and power 
Depreciation of building 
Depreciation of machinery and equipment 
Factory supplies 
Miscellaneous factory expenses 154,931 


794,877 
Less: Inventory of work in process 31st December 1942 38,947 


Cash of goods manufactured $ 755,930 


382 





STUDENTS’ DEPARTMENT 


PROBLEM II 
FINAL EXAMINATION, DECEMBER 1943 
Accounting IV, Question 1 (10 marks) 

You are presented with the following information by the account- 
ant of a retail department store, which divides its fiscal year into 
thirteen periods of four weeks each; covering the operations of 
department “A”: 

Opening inventory at cost $15,000, at selling $21,000 

Purchases Mark Shortages 
Period Cost Selling Sales downs allowance 

1 $6,000 $ 9,000 $10,000 $300 $50 

2 7,500 10,500 11,500 200 50 

3 8,000 11,000 12,000 250 50 
Required: 

Using the retail inventory method, prepare a statement showing 
the trading results of the operations for the complete period of twelve 
weeks. 

SOLUTION 
At At Mark- 
Cost Selling up 


Opening ; 
Mark downs inventory $15,000 $21,000 
Shortages allowance .. Purchases 21,500 30,500 29.1% 


$36,500 51,500 


Deduct sales 34,400 


Closing inventory at 
selling price 17,100 
Less: 
Markup at 29.1% 4,976 


Closing inventory at 


Department A 
Statement of operations, periods 1, 2 & 3 
$33,500 
Opening inventory 
Purchases 


Less: Closing inventory 


Gross profit 


Editor’s Note: 

Since only one application is made of the figure of percentage 
of mark up a more’ accurate result can be obtained with less effort by 
computing the cost of the closing inventory as $17,100 x 365—$12,119. 


515 


A percentage applied to a figure of tens of thousands would have to 
be computed correct to three decimal places (29.126 in the present 
instance) in order to give a result correct to the nearest dollar. 


DECEMBER 1944, 












WANTED 


Large corporation requires services of experienced chart- 
ered accountant possessing administrative ability. Montreal 
region. Age 30-40 years preferred. Apply to nearest 
Employment and Selective Service Office. Refer H.O. 1478. 















th BANK CONFIRMATION FORMS 


? Approved by The Canadian Bankers Association and 
The Dominion Association of Chartered Accountants 


thy Available in blank (in which case the name of the auditor has to be written 
ese in) or with the auditor’s name and address (not exceeding three lines in all) 
: imprinted. English and French editions available; if the French edition is desired, 
please so specify in ordering, as otherwise the English edition will be supplied. 


Please remit with order. Prices, for either edition, postpaid: 
Blank, per 
Imprinted (minimum run 500), per 100 
The DOMINION ASSOCIATION OF CHARTERED ACCOUNTANTS 
10 Adelaide Street East 
Toronto 1 Ontario 









BINDERS FOR TAX INFORMATION AND 
ACCOUNTING TERMINOLOGY 
The following is a list of Binders suitable for use in filing the 


Bulletins issued from time to time by the Dominion Association of 
Chartered Accountants. 









Full Slate Blue Canvas, Stiff Cover ..... $1.80 
Black Imitation Leather, Stiff Cover .... 2.10 
; Full Canvas, Stiff Board Cover ......... 2.50 
: Full Black Stirluck, Stiff Cover ......... 2.90 
i Black Levant Grain Flexible Cover ..... 3.80 
: Full Leather, Flexible Cover ........... 7.00 





(Postage Prepaid) 


Lettering Individual Names on Covers, 50 cents extra for each 
three words. 






Order From and Send Money Order, or Cheque including exchange, 
to 


Mundy-Goodfellow Printing Co., Ltd. 


100 ADELAIDE ST. W., TORONTO 








